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THE AUSTRALIAN ECONOMY, NOVEMBER 1959 


1. Introduction 


Since February of this year, when the scene was reviewed by 
Professor Firth and Mr. Hagger,! the Australian economy has been 
gaining strength on both the domestic and external fronts. Internally 
the employment situation has improved and industrial production, 
which had been expanding rather sluggishly in the earlier part of 
1958/9, made more substantial progress in the last quarter of the year. 
Recent advances on the domestic front have been accompanied by—and 
no doubt have been partly caused by—an improvement in the balance 
of payments, mainly in consequence of firmer wool prices and an 
exceptionally high rate of capital inflow. 

In the present article the performance of the Australian economy 
in the recent past is discussed, and immediate prospects are considered. 
In a final section attention is focussed on the problem of rising prices, 
a subject of particular relevance at the moment in view of the fact that, 
despite the general absence since 1956 of excess demand as usually 
defined, prices in Australia have continued to rise. 


2. Employment and Unemployment 


The extent to which inflationary pressures in the economy have 
been absent since 1956 is illustrated most clearly in the demand-supply 
position in the labour market. While there are serious deficiencies in 
Australian labour statistics, to which Mr. H. P. Brown has recently 
drawn attention they give some indication of the general direction of 
employiment and unemployment changes. 

Eig 1teen months ago the continuing rise in the unemployment fig- 
ures was causing concern. In June 1958 there were 67:1 thousand per- 
sons registered for employment with the Commonwealth Employment 
Service, 14-9 thousand more than in June 1957. Over the same period 
the excess of persons seeking employment over registered vacancies and 
the numbers on unemployment benefit also rose quite significantly. In 
surveying the economy in July 1958, Professor Cochrane expressed the 
opinion that, although the absolute level of unemployment as it then 
stood was ra“#ause for alarm, a continuation of the upward trend would 
have to be viewed with a certain amount of disquiet.® 

1. G. G. Firth and A. J. Hagger, “The Australian Economy, February 1959”, 
Economic Recor. April 1959. 


2. “The Aus alian Male Work Force”, Economic Record, April 1959. 


ite - Au: alian Economy, July 1958”, Economic Record, August 1958, 
pp. -0. 
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TABLE I 
Employment and Unemployment 
Excess of 
Number 
Persons 
Persons Regi d Seeki on Civili 
June E = wom! a Vocssaies Suaptaoaet - heshepentit 
Vaunialen Benefit 
7000 7000 7000 7000 7000 
1956 31-5 32-5 —1-0 7:0 2,855-6 
1957 52-2 18-4 33-8 18-1 2,865-6 
1958 67-1 15-9 51-2 29-4 2,890-4 
1959 65-7 20-0 45-7 27-5 2,934-0 
(Change on preceding June) 
1957 +20-7 —14-1 +34-8 +11-1 +10-0 
1958 +14-9 ee +17-4 +11-3 +24-8 
1959 —=he4 + 4-1 —iaeo =o +43-6 




















Sources: Department of Labour and National Service, Monthly Review 
of Employment Situation; Commonwealth Statistician, Monthly 
Bulletin of Employment Statistics. 


Subsequent developments, which are shown in Tables I and II, 
have been more encouraging. In the second half of 1958 unemployment 
continued to be higher than it had been twelve months earlier, but 
the gap was diminishing. Finally in April 1959, for the first time in 
more than three years, the numbers on unemployment benefit and the 
excess of persons seeking employment over registered vacancies fell 
short of what they had been in the corresponding month of the previous 
year. Figures for more recent months confirm that the upward trend 
in unemployment has been halted and that a reversal of this trend is 
now occurring. 

Evidence of improvement in the employment situation is also to 
be found in the figures for total civilian employment (Table I). The 
statistics of employment, like those of unemployment, have their limita- 
tions. But the general picture of movements in civilian employment is 
clear enough: the numbers absorbed into employment in 1958/9 were 
substantially higher than in 1956/7 and 1957/8. Two features of em- 
ployment growth in 1958/9 are worth noting. First, and this substan- 
tiates the unemployment data, the most striking improvement in em- 
ployment was shown in the last quarter of the year. This is normally 
a period of seasonal decline in the demand for labour, and in 1956/7 
and 1957/8 civilian employment fell in this quarter by 9:9 thousand 
and 8:2 thousand respectively. In 1958/9, however, an increase of 
6:0 thousand occurred.* Secondly, in contrast to the previous two years 
most of the improvement took place in the private sector of the econ- 
omy. While in both 1956/7 and 1957/8 two-thirds of the expansion in 
employment was concentrated in the government sector, 56 per cent of 
the expansion in 1958/9 was in the private sector. 


1950/60.” employment situation has continued to improve in the early months of 
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TABLE II 
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Recent Movements in Unemployment 


(Increase on corresponding month of preceding year) 








Excess of Persons in 
; Month Employment over Ree Number + — 
acancies 
1958 000 000 
MMR «ae Sa 9 lasocree sex 15-1 9-6 
NE S55 <5: 23s a aes 14-2 8-1 
September .. .. .. .. 13-6 7-0 
Cetoner bas gles 10-7 5-9 
November .. .. .. .. 2:9 2:5 
: DGCCHIBEE 6. oc eines 4-6 1-6 
1959 

eae 5-6 1-6 
5 POUMIY 3. cc Se 0 4-4 1:3 
RNG ee oe ks a se 2:4 3-2 
PD cic Ge ee ae an = fi —0-9 
WE ee sa ee Sora aie es. 0-6 
ee oe ears Sia ee oe —5-3 =} :¢ 
] Pe 73) Ae Sd 2 oe oe —2:5 
(PN 6 lavede ones —10-2 —3-4 
September’... .. .. ¢- —17-6 —4-1 
RSCG 55 ac ot oe ee —19-0 —4-2 











Employment Situation. 


— eo i CO. CS 


— 


TaBLeE III 


Civilian Employment 


' (Excluding Rural and Household Domestic) 


Source: Department of Labour and National Service, Monthly Review of 











} (thousands) 
: Industrial Group ios7 = doss. «= dose, = Sosy == ose 
Forestry, Fishing, ie rn 25-4 25-8 25:3 +0-4 —- 0:5 
Mining and Quarrying .. .. .. 57°5 52:7 50-2 — 4:8 = 209 
Manufacturing .. . o oo. ce 1095-6 1,106:9 1,123:8 +13-3 +14-9 
Building and Construction .... 212-6 207-8 210-6 — 48 + 2:8 
Transport and Communication 353-1 351-7 352:9 .. =. 14 + 1-2 
Property and Finance .. .. .. 107-5 111-4 116-8 + 3-9 + 5-4 
CONNMEPCE 62 ok 5k ess cc oe 447-5 455-1 459-6 + 7-6 + 4-5 
Health Services .. .. .. .. -. 106-5 109-6 115-9 + 3-1 + 6-3 
Education .. . svete 97-2 101-4 109-6 + 4-2 + 8-2 
Public Authority: N.EI. .. .. 130-9 133-8 136-1 + 2-9 + 2:3 
Other... eae 231-1 231-4 232-2 + 0-3 + 0-8 
Toray (a) .. .. .. .. .. 2,864:8 2,889-6 2933-0 +24-8 +43-4 





Statistics. 








(a) Figures for total civilian employment have subsequently been revised 

(see Table I), but as the revised data relating to particular industrial 
groups have not yet been published for June 1957 and June 1958, 
Table III has not been amended. The revisions are in any case slight. 


Source: Commonwealth Statistician, Monthly Bulletin of Employment 
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Information about changes in employment by industrial groups 
is presented in Table III. In 1958/9 Manufacturing once again proved 
to be the most important absorber of additional labour, although its 
share in the overall increase in civilian employment was much smaller 
than in 1957/8. The most notable development in 1958/9 was the 
expansion of Building and Construction by 2:8 thousand after several 
years of falling recruitment. Significant progress was also made in 
Property and Finance, Health Services and Education. The slower ex- 
pansion of Commerce was due to a slackening of growth in Retail 
Trade. Mining continued to decline. 

The improvement in the employment situation in 1959 must be 
viewed with satisfaction, not because the amount of unemployment in 
the recent past has given rise to much personal suffering, but because 
the improvement provides greater assurance that at least in the im- 
mediate future the economy will be able to absorb the increases in the 
labour force that are anticipated. 


3. Wages and Prices 


Against this background of reasonably full rather than over-full 
employment, wages in Australia have been rising slowly but not 
insignificantly. Nominal wage rates increased by 1:5 per cent during 
1957/8 and by 3:2 per cent during 1958/9. The increases in both years 
occurred principally in the June quarter, following decisions of the 
Commonwealth Conciliation and Arbitration Commission to raise the 
basic wage—by 5/- in 1958 and by 15/- in 1959. Apart from the ten- 
dency for changes in average weekly earnings to lag one quarter behind 
changes in nominal wage rates, recent movements in these two series 
have not been dissimilar. The gap between nominal wage rates and 
average weekly earnings is not noticeably widening or narrowing so as 
to suggest any marked strengthening or easing of demand for labour 
relative to supply. 

Retail prices have been increasing in much the same way. The 
Interim Retail Price Index rose by 1:9 per cent during 1957/8 and by 
2-6 per cent during 1958/9. The upward movement in money wages, 
rather than pressures of excess demand, appears to have been immedi- 
ately responsible for the advance in retail prices; it is nevertheless true 
that the extent to which workers are prepared to press for higher wages 
and employers are able to pass them on in higher prices is not 
unrelated to the buoyancy of demand. 

Increases in productivity have helped to cushion retail prices from 
the full impact of higher wages, although the growth in productivity 
seems to have been more modest in 1958/9 than in the previous year. 
The rise in retail prices has also been damped by movements in whole- 
sale and import prices. The Wholesale Price (Basic Materials) Index 
fell by 5-8 per cent during 1957/8 and fell and subsequently rose in 
1958/9, while the Commonwealth Bank’s Import Price Index has been 
steady for two years. On the other hand, increases in publicly-admin- 
istered prices have tended to push retail prices up more rapidly than 
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wages. Adjustments to administered prices are not very closely geared 
to movements in wages, at least over a period as short as one or two 
years. Rents, which are largely administered, rose by 6:1 per cent 
during 1957/8 and by 4°8 per cent during 1958/9,5 and in the latter 
year some important increases also occurred in power and transport 
prices. 
TABLE IV 
Prices and Wages 


(Percentage change on preceding quarter) 


























, Retail Wholesale | | Export | Nominal | Average 
Y d : 7 I ; | Weekl 
Quarter | Prices | Prices | Bites te | Wage | Earnings 
1957/8 | | | | 
September| +0-5 —1-2 | 41:9 | —5-5 | +403 +1-6 
December 0 ee i” 0 | ae | 0 +0-6 
March +0-7 —0-7 o | —48 | 0 —0-4 
June +0-7 —2-4 0 | -—67 | +1-2 +0-3 
1958/9 | | 
September| +0-3 —1-9 0 | —2-7 | +0-4 +2-5 
December | +1-0 —0-2 0 | —3-0 +0-1 +0-9 
March +0-4 +0:1 0 | + 0-4 | +0-4 —0-9 
June +0-8 +1-9 O | +121 | +2:3 +0:7 
1959/60 | | | 
September; +0-6 +0-1 +46 | +2 +4-6 
(Percentage charge on preceding June) 
June 1958 +1-9 —5-8 +1-9 —25-6 +1-5 +2-1 
June 1959 +2-6 —0:4 0 + 6-2 +3-2 +3-1 











(a) Interim price index excluding potatoes and onions. 
(b) Index of basic materials. 

(c) Excluding gold. 

(d) Per adult male, seasonally adjusted. 


Sources: Commonwealth Statistician, Monthly Bulletin of Business Statis- 
tics; Commonwealth Statistician, Monthly Bulletin of Employ- 
ment Statistics; Commonwealth Bank, Statistical Bulletin. 


The rise in retail prices during the current financial year will 
probably be greater than the 2°6 per cent increase that took place 
during 1958/9. Production costs are likely to grow more rapidly this 
year, partly as a result both of the 15/- addition to the basie wage 
last June and of possible increases in wage margins within the next few 
months,® and partly because wholesale prices of basic materials are now 
rising. A factor that may help to limit the upward price movement in 
1959/60 is the stronger competition from imports that domestic pro- 
ducers must expect to face with the recent relaxation of import controls. 
Also, if productivity growth this year should prove to be greater than 

5. If rents are excluded from the Interim Retail Price Index, the price rise 
was 1-5 per cent during 1957/8 and 2-2 per cent during 1958/9. 
6. On November 27, 1959, the Commonwealth Conciliation and Arbitration 


Commission granted a 28 per cent increase in margins in the metal trades industry 
—in recent years the key wage-setting industry. 
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last year, this would impose a further restraint on rising prices. Never- 
theless, it is unlikely that retail prices during the current year will rise 
by less than 3 per cent. 


4. Domestic Market Supplies 
In 1958/9 domestic market supplies increased by £350 m. (5-9 per 
cent) compared with an increase of £373 m. (6-7 per cent) in 1957/8. 
TABLE V 
Domestic Market Supplies 


























Source 1956/7 | 1957/8 | 1958/9 a. seFreber 
Gross £m. £m. £m. £m. % fa. tS ae 
National 
Product 

Non-farm | 5,235 5,517 5,789 +282 + 5-4 +272 + 4-9 
Farm 519 335 408 —184 =—35-5 + 73 +21-8 
Total 5,754 5,852 6,197 + 98 + 1-7 +345 + 5-9 
Imports, etc. 912 1,018 1,025 +106 +11-6 + 7 + 0-7 
Less 
Exports, etc.| 1,098 929 931 —169 —15-4 —- 2 ‘+ 0-2 
Domestic 
Market 
Supplies 5,568 5,941 | 6,291 +373 + 6-7 +350 + 5-9 

















Source: National Income and Expenditure, 1958-59. 


It can be seen from Table V that in both these years about three- 
quarters of the additional domestic supplies, valued at the prices ruling 
in each year, were attributable to the growth in the value of Australian 
non-farm production. However, the remaining quarter of the increase 
was due to quite different factors in the two years. In 1957/8 a sub- 
stantial import surplus developed and this enabled domestic supplies 
to expand at a time when the value of Australian farm production was 
being unfavourably affected by adverse seasonal conditions and low 
export prices. In 1958/9 the import surplus was practically unchanged, 
and the additional domestic supplies came about as a result of an 
improvement in the value of farm production. A substantial rise in 
the volume of farm production more than compensated for a further 
reduction in average farm prices and resulted in a large increase in 
farm stocks. 

In the non-farm sector of the economy, the value of production 
rose by £282 m. (5:4 per cent) in 1957/8 and by £272 m. (4-9 per cent) 
in the following year. In both years part of the increase in the value 
of production was merely a reflection of higher prices. Using the 
Interim Retail Price Index to adjust for price changes, we find that 
output in the non-farm sector rose by nearly 3 per cent in 1957/8 and 
by about 2°5 per cent in 1958/9. 

According to the available evidence, output per worker as well as 
total output expanded more slowly in the non-farm sector in 1958/9 
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than in the preceding year. The growth in output per worker was 
almost 2:5 per cent in 1957/8 and only 1:5 per cent in 1958/9. These 
calculations at best can only be regarded as very rough approximations. 
However, the impression gained from these figures that the rate of 
increase in output per worker in 1958/9 fell away somewhat from the 
previous year’s rate is strengthened by separate evidence of the way 
in which productivity was behaving in factories, where most of the 
increases in non-farm productivity are normally to be found. Whereas 
in 1957/8 the Australia and New Zealand Bank Index of Factory 
Production rose by 8-5 per cent, the rise was only 3-9 per cent in 
1958/9. The corresponding increases in factory production per worker 
were 7:2 per cent and 3:4 per cent. 

In this matter of the rate of growth in output per worker there 
is reason to believe that 1957/8 was the exceptional year rather than 
1958/9. Professor Cochrane has attributed the favourable increase in 
output per worker that occurred in 1957/8 to the disinflationary 
policies adopted by the Commonwealth Government in 1956 and to 
their beneficial effect on the efficiency of both management and labour.’ 
However, the main impact of these disinflationary measures was felt 
in 1956/7, but a spurt in productivity does not appear to have taken 
place immediately; indeed, the national income figures point to an 
abnormally small increase in output per worker in 1956/7. This was 
probably due in part to a decline in overtime work, and in part to an 
unwillingness or inability of employers to dismiss redundant labour in 
the face of flagging demand. Consequently, when in the following year 
the Australian economy began slowly to recover from what Professor 
Arndt has called ‘‘its 1956/7 hangover’’,® fuller and better use of 
existing manpower enabled production to be increased without requir- 
ing a corresponding expansion in employment. When viewed in this 
way the more encouraging growth in output per worker in 1957/8 is 
seen not as the immediate outcome of the disinflationary policies them- 
selves, but as one aspect of the process of recovery from the mild 
recession produced by these policies. Furthermore, an improvement of 
this kind in output per worker was essentially a once-for-all phen- 
omenon. As manpower again became more fully utilized, further in- 
creases in production necessitated more substantial additions to the 
volume of labour employed. As a result, the growth in output per 
worker was restored to a more normal rate lying somewhere below the 
exceptionally high rate that preceded it. This would account for what 
happened in 1958/9. 

In so far as the above interpretation of recent changes in non- 
farm productivity is the correct one, it means that the more modest 
increase in output per worker in 1958/9 than in 1957/8 should not 
cause undue concern; in the circumstances, a development of this kind 
was inevitable. But it also means that the removal of inflationary 


7. Op. cit., pp. 147-8. 


8. H. W. Arndt, “The Australian Economy, September 1957”, Economic 
Record, December 1957, p. 285. 
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pressures may not be as conducive to productivity growth as the 
1957/8 figures on their own would lead one to suppose. 

Unfortunately in both 1957/8 and 1958/9 the favourable effects 
on Australia’s real national product of rising internal productivity 
were almost entirely offset by a deterioration in the terms of trade. 
Import prices remained fairly stable, but export prices were down by 
14 per cent in 1957/8 and by 12 per cent in 1958/9. However, with the 
better wool prices now prevailing some improvement in the terms of 
trade can be anticipated in the current year. This improvement will 
benefit the farming community in the first instance, but to the extent 
that domestic wages and prices continue to increase, the gains will be 
shared by other sections of the economy. 

A tentative forecast of this year’s domestic supplies, valued at 
prices prevailing at the end of 1958/9, is made below. 

















| 1958/9 1959/60 Forecast 

| Actual Forecast Change 

| £m. £m. £m. 
Gross National Product... .. eee 6,197 6,503 +306 
Mee. <. ieseh Ss | 1,025 1,075 + 50 
Less Exports, etc. .. oe eerie =931 —1,026 — 95 
Domestic Supplies .. sd | 6,291 6,552 +261 





Non-farm productivity and employment are each assumed to rise 
by 2 per cent. The 2 per cent increase in employment—if anything, an 
underestimate—is intended to cover all additions to the work force but 
not to allow for any reduction on the existing level of unemployment. 
After the experience of 1958/9, a 2 per cent expansion in productivity 
may prove to be slightly optimistic. However, some improvement on 
the 1958/9 rate of increase in output per worker can be anticipated 
because of the fact that much of the extra labour absorbed in 1958/9 
was recruited towards the end of the year and could have made only 
a limited contribution to production in the same year.® Although wool 
output will be higher, farm production as a whole is not expected to 
be as great as last year when record or near-record output was 
achieved in the case of most farm products. For purposes of the present 
forecast, farm production is assumed to be 3 per cent below last year’s 
figure. Balance of payments prospects on which the estimates of 
exports and imports are based are discussed later. 


5. Domestic Market Expenditure 


Changes in domestic supplies both help to determine and are them- 
selves determined by the behaviour of domestic expenditure. The prin- 
cipal components of domestic expenditure are set out in Table VI. 


9. This does not mean that labour recruitment near the end of the year is 
given undue weight statistically in determining annual employment increases, since 
average monthly figures for the whole year have been used to calculate the annual 
level of employment. What is implied is that a time-lag may exist between the 
recruitment of extra labour and the effective utilization of this labour to raise 
production. Nevertheless, as the next section of this article points out, production 
does appear to have made more substantial progress towards the end of the year. 
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TABLE VI 
Domestic Market Expenditure 





























| 1956/7 | 1957/8 | 1958/9 | yos677 4087/8 1957/8-1958/9 
| £m. £m. | im. £m. | % | im. * | % 
Personal | | 
consump- | 
tion (a) 3,566 3,833 | 4019 | +267 | +7-5 | +186 +4-9 
Public | | 
Authorities’ | | | 
current | 
expendi- 
ture 553 570 | 611 +17 | +3-1 | +41 | 47-2 
Total 
Current 
Expendi- 
ture 4,119 4,403 4,630 +284 | + 6-9 | +227 +5:2 
Gross | | 
investment : | | 
fixed | 
capital— | 
Private 947 1,028 | 1,063 - oi +86 | + 35 +3-4 
Public 460 482 | 520 | — 22 | + 4-8 | + 38 +7-9 
| | | 
Total Fixed | | 
Investment | 1,407 1,510 1,583 +103 + 7:3 + 73 + 4-8 
Non-farm 
stocks 70 70 20 0 0 — —71-4 
Farm stocks) —28 =—*e 58 = — +100 — 
Total Stocks 42 28 78 = =—35'd + 50 | +178-6 





Total Gross 
Investment 1,449 1,538 1,661 +3 | + 61 +123 | + 8-0 





Gross 
Domestic 
Expendi- 
ture 5,568 5,941 6,291 +373 + 6:7 +350 | + 5-9 























(a) Includes financial enterprises. 
Source: National Income and Expenditure, 1958-59. 


In 1957/8 the most notable increases in expenditure were located 
in the private sector of the economy where personal consumption (in- 
cluding financial enterprises) rose by 7:5 per cent and private fixed 
capital by 8-6 per cent. In the same year public authorities raised their 
own current expenditure by a more modest 3-1 per cent and their fixed 
investment (public works) by 4:8 per cent. In the following year both 
personal consumption and fixed private investment rose less substan- 
tially—by 4:9 per cent and 3-4 per cent respectively—and additions 
to non-farm stocks were £50 m. below the previous year. It is true that 
the inerease in gross private investment as a whole was well maintained 
in 1958/9, but this was accounted for by the very large growth in 
farm stocks (mainly of wheat) following high farm yields at home and 
difficulties of marketing abroad. In contrast to the slower rate of in- 
crease in private expenditure (excluding farm stocks), public authority 
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demand was noticeably greater in 1958/9, with current expenditure 
increasing by 7:2 per cent and public works expenditure by 7:9 per 
cent. It was this expansion in government spending that prevented the 
balance between inflation and deflation from shifting unduly towards 
defiation in 1958/9, although when viewed in retrospect such spending 
could probably have been pushed slightly further to combat the slack- 
ness in the economy and to make up some of the serious deficiency in 
public capital. 
TABLE VII 
Indicators of Business Activity 


(Percentage change on corresponding quarter of preceding year) 





ae Value of Building 
Retail | Vehicle | Commencements | Bank 








Year and - 
Quarter Sales istrations Advances 
el (a) Res (b) | Howes and | Other (c) 
at 
1957/8 % % % % % 
September +3-6 + $1 +16-4 —14-2 = oe 
December +4-1 +12-8 + 4-3 — 7-0 = (9-7 
March +4-9 +14-1 a Ar | +10-3 + 2-1 
June +3-3 +14-4 + 9-1 +21-5 + 7-9 
1958/9 
September +4-9 +10:7 +14-9 +25-4 +10-2 
December +3-9 + 6-7 = ae day 4 + 4-6 + 8-1 
March +2-9 T $1 +14-4 + 5-8 + 4-8 
June +5-0 + 1-9 + 7-9 +28-2 et -S 
1959/60 
September +17-3 = 256 





(a) Excluding motor vehicles, etc. 
(b) Excluding motor cycles. 
(c) Major trading banks. 


Source: Commonwealth Statistician, Monthly Review of Business Statistics. 


Calculations based on the data presented in Table VI suggest that 
in real terms personal consumption per head of population rose by no 
more than 0:5 per cent in 1958/9 compared with an exceptionally high 
rate of about 3 per cent in 1957/8. These percentages undoubtedly 
exaggerate the actual difference in consumption in the two years: 
retail sales, for instance, seem to have been well maintained in 
1958/9 (Table VIL) .1° Nevertheless, other sources of information point 
to some levelling off in the rate of increase in consumption in 1958/9. 
First, the amount of hire purchase finance devoted to household and 
personal goods has made very little headway since the end of 1958 after 
several years of astonishing growth. This must be attributed in large 
part to the weakening demand for television sets. Secondly, in many 
consumer goods industries production was less well sustained in 1958/9 
than in the previous year. According to the Australia and New Zealand 
Bank Index of Factory Production, the output of certain categories of 
textile and clothing manufacture, which had already been falling, 


10. However, according to the Commonwealth Bank’s Statistical Bulletin, the 
value of retail sales rose by 4-5 per cent in 1957/8 and by only 2-6 per cent in 
1958/9. 
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declined more rapidly in 1958/9. In some sections of food and drink 
production output remained stable or increased slowly in 1957/8 but 
subsequently declined. Most industries producing durable consumer 
goods continued to make important advances in 1958/9, although gen- 
erally at a slower rate than previously. 


TABLE VIII 


Amounts Financed Under New Hire Purchase Agreements 
(Percentage change on corresponding quarter of preceding year) 




















Year and Motor Vehicles, Plant and | Household and Total 
Quarter Tractors, etc. Machinery | Personal Goods 
1957/8 % % % % 
September + 22 =e +66-9 +12-0 
December +13-0 +26-0 +54-0 | +23-0 
March +21-0 +10-1 +61-5 | co 5 
June +27-0 + 9-4 +53-9 +32-8 
1958/9 | 
September +19-7 +38-6 +29-3 +23-9 
December +18-2 +52-1 + 5:0 | +16-1 
March + S-7 +tzZs°S —-11-8 | eg 
June + 7-8 +30-2 —13-0 | + 2-7 
1959/60 
September | +14-5 +19-6 —12-5 [+71 








Source: Commonwealth Statistician, Monthly Review of Business Statistics. 


Fixed private investment also made only moderate progress in 
1958/9 and failed to keep pace with the expansion in the labour force. 
Whereas in 1957/8 a real increase in fixed private investment of about 
6 per cent was recorded, the real increase could have been little more 
than 1 per cent in 1958/9. Dwelling construction advanced substan- 


TaBLe IX 
A.N.Z. Bank Index of Australian Factory Production 


(Percentage change on preceding yaar 

















1956/7 | ~—«:1957/8 gilt Mee 

¢ 

% % % 
Durable Goods— + 2-6 +13-4 + 5-2 
Metals, Machinery and Apparatus .. .. + 6:2 + 6:7 + 7-0 
Transport Equipment aa — 48 +24-2 + 0:7 
Building and Construction Materials .. =~ 9g + 1-8 + 8-1 
Furniture and Household Goods .. +15-5 +22:-0 + 9-0 
Non-Durable Goods— + 4°5 + 1-7 + 1:7 
Textiles, Clothing and Footwear .. | + 5-0 + 1:0 = 3-9 
Food, Drink, Tobacco .. .. ae Mee 0 —- 0:9 
Chemicals and Allied Industries a | ++ &] + 3:6 + 6:9 
Miscellaneous Industries .. . + + 3-9 + 6:0 +11-3 
Fuel and Power .. ....... oo | +13-9 | + 5-8 + 4-4 

All Groups (excluding Fuel and er + 3-5 | 


. 
ron 
al 
i+ 
we 
© 


(a) Subject to revision. 
Source: Australia and New Zealand Bank Limited, Quarterly Survey. 
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tially but other building construction continued to fall. Motor vehicles 
in total expanded more slowly than in 1957/8 while the value of car 
production actually fell.1! Movements in new motor vehicle registra- 
tions and in hire purchase finance on motor vehicles also pointed to a 
levelling off in this form of investment. Expenditure on other capital 
equipment continued to rise, although less rapidly than in the previous 
year. 

With the tighter economic conditions prevailing since 1956, busi- 
nessmen have been under pressure to economize in their holding of 
stocks. The real value of non-farm stocks probably fell in 1956/7, and 
was no more than maintained in the following year. In 1958/9 an 
increase of only £20 m. in the money value of non-farm stocks must 
certainly have represented a further falling off in the real value of 
stocks. In so far as firms are now handling their limited stocks more 
efficiently, this development has helped to improve productivity. 

An attempt is made below to estimate domestic expenditure for 
the current year, again in terms of prices at the end of 1958/9. Needless 
to say a forecast of this kind largely consists of informed guesswork. 




















1958/9 1959/60 Forecast 
Actual Forecast Change 
£m. £m. £m. 
Personal consumption .. .. .. .. .. .-| 4,019 4,228 +209 
Gross private investment— | 
Dwelling construction .. .. .. ...... 248 278 + 20 
Other new building and construction .. 157 167 +19 
OMRON PED, 5-55 ost oa ka be os 296 316 + 20 
Other capital equipment .. .. .. .. .. 362 382 — 20 
Fixed capital equipment .. .. .. .. .. 1,063 1,143 + 80 
INOUATIN VRIOCKS os ck se Wie SG BS) We 20 30 + 
eC 00 a eet ee ee ee 58 = — 
Public authorities .. .. 2. 6. s+ 0c se so] 1,131 1,211 + 80 
Gross domestic expenditure .. .. .. ....| 6,291 6,602 Toll 











Personal consumption expenditure per head of population is 
assumed to rise by 2 per cent. This might be considered too optimistic 
in view of consumers’ behaviour last year. However, just as the rapid 
expansion in consumption in 1957/8 can largely be explained in terms 
of recovery from the set-back to consumption in the previous year, so 
the smaller increase that occurred in 1958/9 should perhaps be inter- 
preted mainly as a reaction on the part of consumers to the excep- 
tionally large increase in spending in the preceding year, especially 
on durable goods. If this is correct, last year’s experience should not 
be allowed to carry too much weight this year. Furthermore, larger 
wage increases in the current year should give some additional stimulus 
to consumption. There is already convincing evidence of strengthening 
textile production in the last quarter of 1958/9 (Table X). Indeed, 


11. About half the fall in the value of cars produced in 1958/9 simply repre- 
sented a reduction in prices. The fall in car production was more than offset by 
an increase in the output of stationwagons. 
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industrial production generally—with one or two notable exceptions— 
appears to have picked up towards the end of 1958/9, and there is 
every reason to believe from the employment and retail trade statistics 
that this improvement is still continuing. 
TABLE X 
Industrial Production 
Percentage Changes 














1956/7 1957/8 April-June 1958 
to to to 
1957/8 1958/9 April-June 1959 
Basic Materials and Power— 
PCRs ds acres, Gasceiee sree + oa + 0-1 + 1-] 
GOW OR ccc ws 2s ae eenad actal be ee +13-5 +15-2 
TIM ae. wk ae ee a ee ae ee + 8-9 + 0-2 +11-3 
THEO TANCES. 0. ed Qa) oa SES: WS +10-9 + 2:6 + 7-1 
PRIRICUN Acs vce a davies tae age eeres + 8-2 + 6:8 + 8-7 
A fe ek a ee ee ee + 2-1 + 2-1 + 4.3 
Building Materials— 
CE 30-04 ..60 00.0 0 ee ee a Ay - +10-8 
Porttane cement. a i de Ae ap ee + 8-7 + 8-5 
eee ee + 2:1 + 0-7 + 3-3 
Cement building sheets .. .. .. .. + 2-4 + 3:5 + 5-8 
Consumer Durables— 
Refrigeratege .. .. ... 2. 2s cc os cel = OT OO +10-7 + 4-2 
Washing machines .. oe ool 2) Se +10-5 +11-1 
Radios and radiograms .. .. .. .. ..| + 4:6 + 0-7 — 7-9 
"Felegistn GEES <4 ois, a xv wc) oe. am. ooceal eee +12-9 + 0-3 
Vacuum Cane... 6k. S20 ES =—F5 + 6:2 +10-1 
Textiles— 
Varn—CottOn: .. $cc 6s oe cand + 4:5 — 4-4 + 4-1 
Worsted .. 13-3 —10-7 +11-6 
OCIS SS, os sa eck Se oe aa ee es + 8-9 <= Sey +26-9 
Broad woven cotton cloth .. .. .. ..| — 5:0 — 3-4 — 1-8 
i: eer +10-5 — 9-2 + 9-1 
Other Goods— 
iy 5 eae alia ae roe Onde Sap + 4-8 + 6:4 + 6-8 
eer as oe ae a.) ee A ce eee + 0-9 — 2-0 
Tobacco, cigars, cigarettes .. .. .. .. + 3-2 + 1g + 4-8 
ee a er ee + 5:6 — 2-8 — 3-1 
IO WERIG i. ck as Cc ot a os es a ee + 2-5 + 3-4 
Floorcoverings... 66.2 ae AS + 5-5 + 9-7 +19-3 
superphoephates:.....6 «)45 Se «aie +12-4 — 4-3 = eg 
Ready mixed paints .. .. .. .. .. .. + 20 + 2:8 + 3:1 











Source: Commonwealth Statistician, Monthly Bulletin of Production 
Statistics. 

While this year’s Federal Budget gives some encouragement to 
consumption, the extent of this encouragement is small. The increase 
of 7/6 a week in age and invalid pensions, together with larger repatria- 
tion benefits, should assist consumption. But the favourable effect on 
consumption of tax concessions totalling £21 m. in the current year is 
likely to be limited. The principal tax concessions—a 5 per cent cut in 
personal income tax, an increase from £300 to £400 in the maximum 
deductible allowance for life insurance and superannuation, and a more 
generous retention allowance for private companies—should help to 
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promote savings rather than consumption. Moreover, any stimulus to 
greater consumption will largely be offset by the effects of the higher 
post office charges also announced in the Budget. 

Fixed private investment should expand more rapidly this year. 
Dwelling construction can expect another good year. ‘‘ Other new build- 
ing and construction’’ fell in 1957/8 and 1958/9, but in view of the 
fact that commencements have been increasing over the past eighteen 
months, some increase in this class of investment is likely to occur. 
Expenditure on motor vehicles will probably expand a little more 
rapidly than last year.!* A factor that may help to sustain the demand 
for motor vehicles, and also the demand for ‘‘ other capital equipment’’, 
is the improvement in farm incomes. However, it would be wrong to 
place too much emphasis on this, since farmers have been relying 
heavily on bank credit for several years and in the first instance they 
may prefer to reduce their indebtedness rather than expand their real 
investment. ‘‘Other capital equipment’’ is expected to make greater 
progress than last year.!* 

Investment in stocks this year may make little net contribution 
to gross domestic expenditure. The difficulties of marketing wheat still 
remain, but as the current wheat crop will be down considerably on 
last year, a small decline in farm stocks seems probable. However, this 
should be more than offset by additions to non-farm stocks. 

From the information available on the 1959/60 budgets of the 
various Australian governments, a rise in government expenditure of 
about £80 m. can be expected. This is almost the same as the actual 
increase last year. : 


6. Banking and Finance 


In 1958/9 the quantity of money rose by £164 m. (+5:1 per cent), 
compared with an increase of £73 m. (+2°3 per cent) in 1957/8. The 
chief source of the extra supply last year was government borrowing 
from the banking system which added a total of £94 m. to the quantity of 
money.!* The trading banks purchased £78 m. of government debt and 
the savings banks £23 m., while the Commonwealth Bank reduced its 
own holdings by £7 m. After having fallen by £2 m. in the previous 
year, the public’s portfolios of Commonwealth Government securities 
rose by £47 m. in 1958/9. This increase is fully accounted for by the 
activities of the short-term money market whose holdings of securities 
at the end of June 1959 stood at £49 m. It would therefore be wrong 
to suppose that, outside the banking sector and the short-term money 
market (which in any case is largely being financed by the banks), there 


12. According to the statistics of motor registrations (Table VII) and hire 
purchase finance (Table VIII) for the September quarter of 1959/60, motor vehicle 
sales are now picking up strongly. 

13. See Commonwealth Statistician, Capital and Maintenance Expenditure by 
Private Businesses in Australia: July 1954 to December 1959, which contains 
information about businessmen’s investment plans to the end of 1959. 

14. In Table XI this figure can be derived by deducting the increase in the 
public’s holdings of Commonwealth Government securities from the combined 
— in Treasury Bills outstanding and other Government debt in Australia 

net). 
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has been any real strengthening of support for government loans in 
Australia.15 
TABLE XI 


Components of Changes in Volume of Money 
(£ million) 








Movement in 1957/8 1958/9 
Pipevitrotias FOUCTVGS .. cs, <6. co bs, 66 o2 os a0 be ee —41 = Ss 
Treasury bills outstanding .. Ary —10 + 3i 
Other Government debt in Australia| (net) (a) ., ae +22 +110 
Loans and advances— 
(i) All cheque paving DOGES ... «. .<. 02 <c es ca +82 —' ae 
(ii) Savings banks .. .. +26 is 
(iii) Specialized departments ‘of Commonwealth Bank —< + 39 


Other factors— 
(i) Increase (—) in public’s holdings of Common- 
wealth Government securities .. .. .. .. .... + 2 — 4] 
Cis) PRRCCICGRS Ss css BONO ra a ee 4 + 34 


Volume: octet (OP sc nc os, oo) shoe eras Sanandes +73 +164 














(a) Commonwealth Government securities only. pe he 
(b) Notes and coins in hands of public, deposits of public with all 
cheque paying banks, and deposits with all savings banks. 


Source: Commonwealth Bank of Australia, Annual Report, 1959. 


There is little reason to believe that economic activity in 1958/9 
was held back unduly by limited finance. It is true that trading bank 
advances fell during the year by £26°6 m. after having increased by 
£81:7 m. in the previous year. However, it would be incorrect to infer 
from this that the banks have been deliberately cutting down on 
accommodation. In the first three quarters of 1958/9 advances were 
higher than in the corresponding period a year earlier, but whereas in 
the last quarter of 1957/8 they made a seasonal recovery of £84:7 m., 
in the following year the recovery amounted to only £31:9 m. The 
explanation of this smaller increase in advances towards the end of 
1958/9 must be sought principally in the improvement that was taking 
place in the balance of payments and in the immediate effect of this 
improvement in diminishing the need for bank accommodation. In 
1958/9 bank liquidity was exceptionally high!® and this makes it less 

15. The public’s failure to increase its holdings of government debt should not 
be allowed to hide the fact that some investors must have been adding to their 
portfolios at the same time as others were redeeming maturing debt. Redemptions of 


maturing securities amounted to £54 m. in 1957/8 and £66 m. in 1958/9. 
16. The L.G.S. ratio of the major trading banks has been as follows: 











1957/8 1958/9 1959/60 
SH ks se, Zeros Saeneeee 19-7 24-0 
December a ee ere ee ee 22-9 
Re da)! SRA! Ge a 27:3! 
June Ka WAS Ee, Ye aoa 22-3 





The exceptionally high liquidity of the walle banks in the latter half of 1958/9 was 
partly due to the release of £15 m. from Special Accounts in February, 1959, in 
anticipation of a seasonal decline in overseas reserves that failed to eventuate. 





314 THE ECONOMIC RECORD DEC. 


probable that the banks would have been tightening up on their 
advances. It would, of course, be interesting to know how far the 
attractiveness of alternative outlets for bank funds, including invest- 
ment in government securities as well as the financing of hire purchase, 
has affected the vigour with which the trading banks have set out to 
capture and retain overdraft customers. 

It is also true that hire purchase finance made less progress in 
1958/9 (see Table VIII). But this, too, must be attributed to a weaken- 
ing of demand, especially to finance household and personal goods, 
rather than to a shortage of available funds. 

In contrast to the behaviour of trading bank advances and hire 
purchase finance, housing loans together with money raised by com- 
panies in the capital market increased impressively in 1958/9 as 
Table XII indicates. 

TABLE XII 
Capital Finance 





New Capital Raisings (a) New Housing Loans (c) 























Year Shage TRegrstered’ Numbe Amount 
; egister umber moun 
— Notes and Total Approved hegre 
Deposits 
£m. £m. £m. 7000 im. 
on tee 43- 51-7 95-4 35-6 78-2 
oe ee 35-3 77:9 113-2 38-0 90-8 
SORTS Sx, cx oe 47-9 139-6 187-5 41-4 103-2 





(a) New money raised by Australian companies’ listed on Australian stock 
exchanges. 

(b) Includes preference shares. 

(c) Loans approved for new housing by major lending institutions. 


Sources: Commonwealth Statistician, New Capital Raisings by Companies 
in Australia. 


Commonwealth Bank of Australia, Annual Report, 1959. 


In the current year the money supply should continue to expand, 
and it is unlikely that finance will be very difficult to obtain. The 
Commonwealth Government has budgeted for a cash deficit of £61 m., 
which involves borrowing from the banking system through the issuing 
of Treasury bills, and in addition the ordinary loan raisings of £190 m. 
planned for this year are unlikely te be realized unless the banking 
system gives strong buying support. Some increase in trading bank 
advances can probably be anticipated this year,!7 and together with 
the lending programmes of the savings banks and the specialized 
departments of the Commonwealth Bank, this should add further to 
the community’s liquidity. Any improvement in the balance of pay- 
ments will also increase the money supply. 

The high degree of liquidity in the community has probably helped 
in the recent past to sustain activity at a time when the economy needed 


17. In the recent September quarter trading bank advances were still lower 
than a year ago (Table VII), but the rate of new approvals has apparently been 
rising fairly steadily. 
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stimulating. However, in view of the fact that the pace of activity is 
now beginning to quicken and that in consequence some restraint on 
spending may become necessary in the not-too-distant future, this 
liquidity could prove an obstacle to the effective application of tighter 
monetary policies. 


7. Balance of Payments 


The most striking feature of the Australian balance of payments 
in 1958/9 was the extremely modest fall of only £10 m. in the level of 
overseas reserves,!§ a fall considerably smaller than had generally been 
anticipated during the course of the year.!® 

There were two reasons why the actual loss of reserves was so 
much smaller than predicted. In the first place, after declining steadily 
during the earlier part of the financial year, wool prices made a some- 
what unexpected but most welcome recovery in the latter part of the 
year, and by June 1959 were back to the levels prevailing at the end 
of the previous wool-selling season. Largely as a result of this improve- 
ment in wool prices, export receipts in the second half of 1958/9 were 
nearly £50 m. higher than in the first half. Nevertheless, for the year 
as a whole exports of wool and sheepskins earned £76°3 m. less than 
in 1957/8. Despite this fall in wool exports, together with reduced sales 
abroad of sugar and ores and concentrates, the total value of exports 
held up remarkably well and was only £3 m. below the 1957/8 level. 
This was due to the higher export returns from meat (+£42-1 m.), 
dairy products (+£12°8 m.), wheat and flour (+£9-1 m.) and barley 
(+£7°5 m.). 

The second reason why the decline in reserves turned out to be 
much less than expected was that the inflow of overseas capital—always 
an unpredictable component of the balance of payments—was excep- 
tionally heavy in 1958/9. Capital imports amounted to £177 m., which 
was £41 m. above the previous year’s total. Of this extra capital inflow 
£16 m. represented additional government borrowing and probably 
between £5 m. and £10 m. additional portfolio investment. 

In the current financial year it is most unlikely that overseas 
reserves will move away to any significant extent from the level of 
£516 m. at which they stood last June. Some increase or decrease in 
reserves may occur, but a movement in either direction should be 
fairly moderate. 

Australia’s export earnings will certainly be higher this year. The 
recovery of wool prices in the first half of 1959 has continued into the 
1959/60 wool-selling season which opened with prices from 10 to 15 

18. If the £17 m. of gold paid in 1958/9 to the International Monetary Fund is 
regarded as second-line reserves, then overseas reserves showed a small improvement 
during the year. If, in additon, increases in farm stocks are viewed as a substitute for 
overseas reserves, then the improvement was even more favourable. 

19. The authors of the three survey articles in the present series written during 
1958/9 all attempted to forecast the loss of reserves likely to occur during the year. 
Professor Cochrane (July, 1958) placed the loss at from £100 m. to £125 m,, 


Professor Mathews (November, 1958) at £175 m. and Professor Firth and Mr. 
Hagger (February, 1959) at £75 m. 
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TABLE XIII 
The Balance of Payments 
(£A million) 
958 1959 
1957/8 1958/9 Pe ag 
Current Account— £m. £m. £m. £m. 
Bxneris £0... 5.005 05's 812 809 381 428 
te 2. Sean —790 —793 oor —396 
Trade balance .. .. .. 22 16 —16 32 
Invisibles (net) .. .. .. —199 —203 —98 =105 
Current account balance {77 —187 114 a 
Capital Items— 
Public and private bor- 
ee es ee aes 136 177 89 88 
Movement in international 
“on ee —41 —10 =25 15 














Source: Commonwealth Statistician, The Australian Balance of Payments, 
1954-55 to 1958-59. 


per cent above last season’s closing rates. The economic recovery abroad 
provides grounds for confidence that wool prices will remain firm for 
the rest of the season, although it is doubtful whether they will show 
much further improvement. On present indications, after allowing for 
a slightly larger wool clip and for a reduction in the wool carry-over, 
wool exports may be as much as £100 m. higher than in 1958/9. How- 
ever, other exports in aggregate are likely to earn slightly less this 
year; in particular, the value of meat exports will probably be down. 
If non-wool exports fall by £10 m., a not unreasonable estimate, total 
exports will be about £90 m. higher than last year. 

Against the higher export earnings must be set a rise in imports. 
Last August the import licensing ceiling was raised from £800 m. to 
£850 m. If allowance is made for the time that it inevitably takes for 
increasing import orders to be reflected in an increasing inflow of 
goods, and for the fact that the licensing year does not coincide with 
the financial year, it is unlikely that the revised import ceiling of 
£850 m. will be approached this year. Imports may only reach £840 m., 
an increase of £47 m. on last year’s total. 

If the export and import changes forecast above do eventuate, and 
if an extra £15 m. is needed to meet increasing invisible payments 
abroad, then the balance of payments on current account this year will 
show a deficit of £159 m. compared with an actual deficit of £187 m. 
in 1958/9. To the extent that the inflow of capital in the current year 
exceeds or falls short of £159 m., overseas reserves will alternatively 
rise or fall. The total capital inflow that can be expected this year is 
still very uncertain. It partly depends on the extent of public borrow- 
ing abroad. In 1958/9 public loan raisings overseas featured promin- 
ently as a source of funds, and although the Commonwealth Government 
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has intimated that it hopes to tap further overseas money this year, 
the total amount that it will be able to raise is not yet known.”° It is 
unlikely, however, that last year’s figure will be exceeded. With regard 
to private capital, the most important question as yet unanswered is 
the effect that business revival abroad is having on the movement of 
investment funds to Australia. In so far as the extremely high rate 
of capital inflow during 1958/9 was a reflection of the limited invest- 
ment opportunities existing at that time in Great Britain, the United 
States and elsewhere, the revival of economic activity that is now taking 
place overseas may be accompanied by some falling off in capital migra- 
tion to Australia. If this happens, the rate of capital inflow in the 
current year could be from £30 m. to £40 m. less than last year. How- 
ever, there is no evidence yet of a falling off in the rate of capital inflow. 

Because of the high level of overseas reserves and the rising level 
of exports, the likelihood of nearly £50 m. more imports in the current 
year and the possibility of slightly less overseas capital should not 
cause alarm. At worst it might mean a fall in overseas reserves of 
£20 m. and, if last year’s rate of capital inflow is sustained, we could 
enjoy an increase in overseas reserves of £30 m. to £40 m. instead. In 
these circumstances the government was quite justified in easing 
import restrictions recently. Indeed, a case can probably be made for 
further relaxation of import restrictions in the next licensing period.”! 


8. Economic Policy and Rising Prices 


Previously in this article, on the basis of observation, projection 
and speculation, separate attempts were made to forecast domestic 
supplies and domestic expenditure for 1959/60. It was estimated that 
domestic supplies would increase by about £261 m. and domestic 
expenditure by about £311 m., thus giving rise to an ‘‘inflationary 
gap’’ of about £50 m. Because of the element of uncertainty surround- 
ing the estimates themselves, it would be wrong to attach must weight 
to this figure of £50 m. Nevertheless, most of the current business 
indicators do suggest that the balance between inflation and deflation 
is now beginning to shift in the former direction. 

However, even if additions to expenditure this year should turn 
out to be only just sufficient to remove the extra supplies from the 
market, retail prices will probably rise by 3 per cent or more, after 
having risen by 2:6 per cent last year. While price increases of this 
order are moderate by post-war inflation standards, an advance in 
prices of even 2 or 3 per cent a year creates its own problems. 

In the first place, unless prices abroad are increasing at the same 
pace or more rapidly, balance of payments difficulties must emerge 
sooner or later. In most overseas countries prices have been rising 
only slowly in the last year or two. Between the beginning of 1958 and 
the middle of 1959 retail prices have increased by less than 1 per cent 

20. In September, 1959, a £10,800,000 loan was raised in New York. 


21. It has just been announced (November 29) that the import ceiling is to 
be raised by a further £25 m. as from the beginning of December. 





318 THE ECONOMIC RECORD DEC. 


in the United Kingdom and by little more than this in the United 
States. In many European countries the same story can be told: after 
substantial rises for several years prior to 1958, prices have sub- 
sequently advanced only moderately, in some cases remaining stable. 
As unemployment falls and plant capacity is more fully utilized, 
and as the terms of trade become less favourable, renewed pressure on 
prices will no doubt oceur abroad. However, opposition to higher prices 
appears to be hardening both in Europe and in the United States, and 
with it seems to have come a firmer resolve to find ways and means of 
minimising the upward movement in prices. To the extent that prices 
abroad are held in check more successfully than in Australia, the 
satisfactory balance of payments situation in which Australia at pre- 
sent finds herself cannot be regarded as anything more than a tempor- 
ary easing of her external financial difficulties. 

A second undesirable feature of rising prices is that it imposes a 
burden on those sections of the community which are not sufficiently 
powerful economically or politically to protect their real interests by 
pushing up their money incomes and money expenditure in line with 
rising prices. With rapidly increasing prices this can be a major social 
problem ; but even with prices rising by no more than 3 per cent a year 
a problem still remains. In particular, retired persons on fixed incomes, 
or those receiving pensions that are adjusted only sporadically and 
tardily to changes in the cost of living, are placed in an inferior posi- 
tion and one that is contrary to commonly-held standards of social 
justice, Also those attempting to save for retirement through super- 
annuation and similar schemes must watch the real value of their 
provisions for old age become increasingly inadequate. 

Thirdly, and this factor undoubtedly carries considerable weight 
in official circles, rising prices tend to accentuate the government’s 
financial difficulties on the loan-raising side. As long as price increases 
are expected to continue, the more attractive prospects of investing in 
equity shares or in real property—with the opportunities of hedging 
against inflation and of making tax-free capital gains—are likely to 
weaken popular support for public loans. This means either keeping 
public works expenditure below the optimum, or maintaining taxes at 
a level that could be detrimental to economic efficieney, or forcing the 
government to place greater reliance upon inflationary borrowing from 
the banking system. ‘Too much emphasis, however, should not be given 
to this criticism of rising prices. It is true that a scaling down of publie 
works expenditure because of inadequate public support for govern- 
ment loans would involve a most unfortunate sacrifice of social welfare. 
But public works expenditure need not be reduced as long as the 
government is prepared to rely on other sourees of finance and use 
them wisely. Higher taxes in Australia would be politically unpopular, 
but if the taxes were properly chosen the economie loss should not be 
very significant. Alternatively, borrowing from the banking system is 
not inappropriate either when some additional stimulus to spending 
has been in order, as has recently been the case, or when the govern- 
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ment has the means and inclination to use monetary policies firmly to 
deal with the monetary effects of borrowing from the banking system. 

A fourth disadvantage of even fairly moderate price increases is 
that, once the community becomes certain that prices will continue to 
rise and adjusts its behaviour accordingly, the speed at which prices 
move upwards will be accelerated. In other words, it is extremely dif- 
ficult to maintain slow and steady price growth for any length of time. 

For these and perhaps other reasons—for instance, the economic 
inefficiency attached to decision-making based on units of money which 
are varying continuously in real terms—means should be found of 
dealing with the problem of persistently rising prices. There are in 
principle two ways available: first, a vigorous attempt might be made 
to achieve reasonably stable prices; and secondly, if rising prices are 
considered inevitable or the consequences of preventing prices from 
increasing sufficiently undesirable, steps might be taken to reduce the 
unfavourable impact on the economy of rising prices. 

If the first way is adopted, and an attempt is made to keep prices 
fairly stable, then wages should not be allowed to increase any more 
rapidly than increases in productivity. Moreover, price stability in a 
country like Australia, where wage adjustments are more closely 
related to average productivity movements over the whole economy 
than to movements in productivity in particular industries, requires 
that at least some of the increases in productivity should be taken out 
in reduced commodity prices. This means that businessmen as well as 
workers must conform to certain acceptable standards of behaviour. 

No doubt policies operating on the level of aggregate demand for 
goods and services and hence indirectly on the level of demand for 
labour, if carried sufficiently far, could be employed successfully to 
hold down money wages and prices. But Professor Phillips’ recent 
empirical investigation of wages and unemployment in Australia,” 
covering the years from 1947 to 1958, suggests that on average over a 
period of time a rate of unemployment of between 3 and 4 per cent®® 
would probably be needed to ensure that hourly wage earnings rose 
no faster than pr d to increase by 2 per cent a year. 
This means, in terms of pre population, that between 90,000 and 
120,000 persons would be registered for employment instead of about 
50,000 as at present. However, to cut back aggregate demand in the 
economy to a level involving over 3 per cent unemployment and to 
hold it there must be ruled out as politically impracticable and socially 
undesirable, even if more generous unemployment benefits were simul- 
taneously provided. Moreover, unemployment at this level would almost 
certainly retard economic growth. For one thing, the supply of 
migrants would fall off. For another, the degree of restraint on the 





22. A. W. Phillips, “Wage Changes and Unemployment in Australia, 1947- 
1958”, Economic Monograph No. 14, August, 1959, The Economic Society of Aus- 
tralia and New Zealand (Victorian Branch). A more developed version of this 
paper will be published in a forthcoming issue of the Economic Record. 

23. These and later percentages refer to numbers registered for employment 
with the Commonwealth Employment Service as a percentage of civilian employment. 
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economy necessary to sustain 3 per cent or more unemployment might 
well react rather unfavourably on the pace of investment and on the 
growth in productivity. 

An unemployment rate of about 2 per cent is perhaps the highest 
that could be tolerated over a long period. On the basis of Professor 
Phillips’ calculations this would mean an annual increase in consumer 
prices of between 1:5 and 2 per cent. This may be too optimistic. In 
the first place it assumes that export and import prices remain un- 
changed. While periods of rising overseas prices may be offset in the 
long run by periods of falling overseas prices, their effects on domestic 
prices are unlikely to be symmetrical. Past experience suggests that 
rising overseas prices tend to push up domestic prices to a greater 
extent than falling overseas prices push them down. Secondly, Pro- 
fessor Phillips’ estimates probably make insufficient allowance for ex- 
pectational factors. With prices expected to increase by at least 2 per 
cent a year, and with reasonable assurance that markets will be growing 
continuously, both employers and employees will not be as reluctant 
to raise wages and prices as might be inferred simply from the state of 
unemployment and the level of aggregate demand. In order to keep 
price increases down to modest proportions in these circumstances, the 
government might find it necessary from time to time to impose addi- 
tional restraints on demand and force unemployment above the accept- 
able limit for a short while as a means of creating uncertainty about 
the future. 

Given the fact that the Australian economy is growing and that in 
the interests of encouraging this growth it: would be undesirable to 
hold back aggregate demand unnecessarily, and given the political and 
social context in which economic policies must be formulated, restraints 
on aggregate demand cannot be relied upon to eliminate the upward 
drift in prices.24 The optimum levels of unemployment from the points 
of view of economic growth and political acceptability would appear to 
lie somewhere below the optimum level for purposes of maintaining 
price stability. 

Alternative ways and means of keeping prices down must there- 
fore be found which will enable the optimum unemployment level for 
price stability purposes to be lowered. To what extent, for example, 
would a revision of Australian methods of wage negotiation help to 
keep wage movements more closely in line with changes in produc- 
tivity ?° Would the introduction of restrictive practices legislation 
or the establishment of consumer research bodies tend to restrain price 


24. This article was nearing completion before the author had the opportunity 
of reading Professor Karmel’s Presidential Address to Section G of A.N.Z.A.A.S. 
delivered recently in Perth and republished elsewhere in this issue. Using more 
rigorous analysis Professor Karmel reaches a similar conclusion. Two other articles 
in the present issue, those of Dr. Coombs and Sir Donald MacDougall are also 
directly concerned with the problems of rising prices. 

25. Various suggestions that have been made in the United Kingdom for 
restricting wage and profit movements in the interests of economic stability are 
discussed in the Third Report of the Council on Prices, Productivity and Incomes 
(H.M.S.O., July, 1959), Chapter VI. 
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increases? What role could publicly-administered prices and indirect 
taxes and subsidies play towards the same end? These and similar 
questions need thorough investigation in the light of Australian condi- 
tions, but so far little constructive work has been done. It is unlikely 
that merely appealing to the goodwill of management and labour will 
be of much assistance. 

If the upward drift in prices is going to continue, steps might be 
taken to reduce the unfavourable impact of rising prices on the com- 
munity. In particular, more serious consideration ought to be given to 
possible methods for dealing with the financial problems of retirement, 
perhaps along one of the lines discussed by Professor Downing.”® Also 
the government should examine the case for taxing capital gains more 
widely than is done at present in Australia, not only on equity grounds 
but as a means of reducing the gap between the advantages to the 
investor of private shares and government securities. It is not intended 
to discuss the various other possibilities here except to point out that 
too much should not be expected of action designed to take the sting 
out of rising prices. For one thing, such action will not overcome the 
weakness that once rising prices are anticipated the rate of increase in 
prices will be accelerated. Nor will such action prevent the renewal of 
balance of payments difficulties if prices in Australia are allowed to 
rise more rapidly than prices abroad. Another limitation of trying to 
live comfortably with rising prices is that attempts to protect the real 
incomes or real expenditure of those who at present suffer from rising 
prices are likely to promote further price increases. The fact that some 
money costs tend to rise less rapidly than prices, which means that 
some money incomes fail to maintain their real value, assists on both 
the cost and expenditure sides to limit the extent of the price rise. 

Since the problems associated with rising prices cannot be dealt 
with adequately by making rising prices easier to live with, it is all the 
more important that ways and means be found of securing reasonably 
stable prices. But as previously mentioned this should not be done by 
imposing unnecessary restraints upon aggregate demand. Excessive 
concern for price stability, unless accompanied by genuinely construc- 
tive policies for keeping down cost pressures by means other than 
limiting aggregate demand, would be most unwise. This is intended 
mainly as a warning for the future rather than as a criticism of recent 
government policy. Nevertheless, in the author’s opinion the govern- 
ment would have been justified in pushing up domestic expenditure a 
little faster over the past two or three years. This would have involved 
not only absorbing the additions to the work force, but also removing 
some of the slackness in the economy as reflected in the unemployment 
figures and in evidence of idle plant capacity. It is difficult to avoid the 
conclusion that the rather slower rate of growth of Australian indus- 
trial production since 1956 has been due in part to the disinflationary 


26. R. I. Downing, National Superannuation: Means Test or Contribution? 
Joseph Fisher Lecture in Commerce, Adelaide, 1958. 
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government measures of that year and to their subsequent employment 
in modified form. 

However, it would be wrong to attribute the slower rate of growth 
since 1956 simply to the effects of government policy. Low farm incomes, 
together with the more intangible influences of overseas recession,2? 
have probably been the most important factors, at least since 1957, in 
slowing down the pace of economic expansion in Australia, and the 
government has done much to cushion the economy from the full 
impact of these deflationary pressures from abroad.?8 Furthermore, the 
scope at the present time for more expansionary policies should not be 
exaggerated. Much of the existing unemployment appears to be located 
in particular areas and to be structural in character, and hence cannot 
be dealt with adequately merely by raising total expenditure in the 
economy. Increasing attention needs to be given to the problems of 
labour mobility and, with the larger numbers of young persons enter- 
ing employment, to the problems of suitable education and training. 
Moreover, the quite noticeable decline in unemployment that is occur- 
ring at present suggests that the sluggish phase through which the 
Australian economy has been passing may now be coming to an end, in 
which case additional government stimuli may no longer be warranted. 
The position is likely to remain somewhat uncertain until the beginning 
of 1960 when the large numbers leaving school to join the work force 
will provide the real test of the economy’s strength. 

A. H. Boxer 
Unwersity of Melbourne. 


27. The close parallel between economic developments overseas and in Australia 
in recent years, which can only partly be explained in terms of tangible factors such 
aS Variations in export incomes, is discussed by H. W. Arndt, op. cit., pp. 292-302. 
In so far as these intangibles relate to similarity of Australian and overseas economic 
policies, the problem comes back to one of government behaviour. 

28. See Firth and Hagger, op. cit., pp. 8-12. 
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THE NEW ZEALAND ECONOMY, 1958-59! 


The great fall in export prices between 1957 and 1958 called a 
halt to progress in New Zealand. Estimates for 1958-59 show a slight 
fall in Gross National Product at 1955 prices, and it is possible to 
assemble—but would be unwise to exaggerate—elements of a gloomy 
picture of the economic situation. The number of vacancies is down, 
seasonal unemployment, while trifling by comparative standards, has 
emerged to an extent not experienced for very many years. Share 
prices fell off considerably before recovering a little in recent months, 
the area of land top-dressed from the air decreased as farmers’ income 
fell, the volume of betting declined and also the production of beer. 
Price elasticity of demand for the latter has been much greater than 
was expected when the Minister of Finance in 1958 sharply increased 
the tax on liquor. To some extent the same may be said of cigarettes. 

Recent significant events are improvements in the balance of 
payments, some easing of taxation in the last Budget, which provides 
for further reduction at the beginning of next financial year, and the 
general wage order announced at the middle of September. Because 
of its outstanding importance the balance of payments will be con- 
sidered first. 


1. The Balance of Payments and External Trade 


TABLE I 


Overseas Exchange Transactions, 1956-9 
(£ million) 





Years ended 30th June 


1956 57 58 59 

Se OS ee ee eee +19 —46 +51 

pa ee ee ee Oe 24 —22 —31 —38 

3. Current Account Balance .. .. .. .. —6 o~§ —77 +13 
4. Net Capital Movements— 

Ca) CR) os er wb here as he +6 +15 +21 

a ee ax ska oh Rie +4 +2 +7 

OU oa sel PEE ake SG eee eet ee +10 +17 +28 

% Overall Balance ... 0. dc csc densvoes es ee +7 —o0 +41 


Source: Reserve Bank Bulletins, August. 


This table shows the main net items in the statement of New 
Zealand’s overseas exchange transactions for the last four June 
years. The more than complete reversal in the trade balance, from 
—£46 million to +£51 million, is due to improving export prices on 
the one hand and strict control of private imports on the other. (As 
shown in Table II.) A most important factor, and one becoming even 
more so is the net debit on invisibles. This item is consistently, and 
fairly naturally for a country in New Zealand’s position, a drain on 


1. Thanks are due to Dr. Bernardelli and Messrs. Braae and Poole for reading 
a draft and for useful suggestions. 
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overseas total receipts, but the figure for 1959 shows an increase in the 
drain of 150 per cent since 1954. Since that year also, the current 
account balance has been consistently in deficit until the achievement 
of the surplus in the last year. Official borrowing has increased greatly 
in the last two years, and the 1959 figure is the highest since 1955, 
which was a boom year for imports of private capital as well as goods. 

The overall balance shows government borrowing and the trade 
balance translating a deficit of £60 million into a surplus of £41 million. 
In the opinion of the writer too much attention is given to this item 
by the New Zealand public and not enough to the current account 
balance. As the monthly figures, since the necessarily tough Budget of 
1958, have shown improvements in the overall balance, swollen by 
borrowing, it has been forgotten that borrowing has been the major 
cause of the improvement, and probably a good deal of the pressure 
for reduction in taxation has been influenced by the misconception 
which is so prevalent. The current balance only six months ago showed 
a deficit in the March year of £18 million. 


TABLE II 
Trade Balance, Net Overseas Assets, Terms of Trade, 1956-59 











1956 57 58 59 

1. Trade Balance, Years ending 30th June! 

(£ million) 

BR dec osods as %esi Stee ee 286 257 290 

pO CO nr 267 303 239 

Private Tamorts. 2.0.6 6k ck as ee (SO es 270 211 

TveGe DAWN... 66 os da ss ke oe ES +19 —46 +51 
2. Net Overseas Assets2 

(£ million) 

Pe 5 asa) as) Sees tae 99-7 113-1 52:9 100-7 

End December .. sag 76°5 45-5 55-1 ? 
3. Terms of Trade (1957 =100)8 

Calendar Years” eae Ze pe ties 5 Oe 100 86 91* 








i ‘Maes quarter. 
Sources: 1. Reserve Bank Bulletins, August. 
2. Budget 1959. 
3. August Abstract of Statistics. 


June years, which include the major earnings of the export season, 
show for 1959 a recovery of export receipts to a record level of £290 
million. Imports had been little changed between 1955 and 1957. For 
1958 and 1959 both private imports and the total show the rise of the 
boom year 1957 and the delayed effect of the severe restraint of 
import control from the beginning of 1958. The two factors combined 
to produce the trade balance surplus amounting to £51 million. 

The effects of trade changes, of the increasing deficit on invisibles 
account and of the public and private borrowing, are shown generally 
in the statement of net overseas assets at the normally high point in 
June and the normally low point in December, with a query for the 
likely position in three months’ time. During the last six years New 
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Zealand has had a total current account deficit of £124 million. It has 
been financed by a reduction in net overseas assets to a total of 
£18-6 million, a net official inflow of capital of £69 million, and of £22-9 
million of ‘‘identified’’ private capital in the miscellaneous transact- 
tions that make up the balance on capital account.” 

It will be noted that the low point of net overseas assets was £45°5 
million in December 1957. Official opinion has emphasized the necessity 
of building them up till they attain the level of £100 million at the low 
point. Reserves recovered by £10 million at December 1958 and the 
Minister of Finance has nominated his target—to reach £65 million 
this December and to build up net overseas assets by £10 million each 
year until the desired level is achieved. At the end of August the 
figure stood at £109 million, a gain since June of £8 million and 
further increases in butter and cheese prices give promise that the 
target for this year may be reached or exceeded. The terms of trade 
have swung once more in New Zealand’s favour. 

Butter, cheese, meat and wool are New Zealand’s big four export 
products. Together they make up over 80 per cent of total value. 
Export price index numbers for them and for all exports combined are 
shown in the next table. 


TABLE III 
Export Prices of Butter, Cheese, Meat and Wool 
Index Numbers. 1952 = 100.1 





Years ending 30th June 
57 58 592 





1956 
PERS oii. Sar Red cds Sd dee: si a 87 70 87 
EOS 5c Sede he ee 5%, 82 oo Be Se eee ee 119 77 149 
WE ss 55 dtp nc SONGS ie See 130 131 128 
OS ee rie Pepe an CRM Ths Oe a 136 104 90 
PE ECMOUER a6. ii bs res neh Se, BE Ee 115-6 96-8 102-0 





Source: 1. August Abstract. 
2. March Quarter. 


The following details, when combined with the figures in the 
table, tell the story of price changes. The low point for butter (1952 = 
100) was 63 in the March quarter 1958. For cheese it was earlier, 
64 in September 1957. Meat prices on the whole fell little after rising 
to 132. The figure was 128 for the March quarter 1958 and the same 
in June. Wool prices reached their lowest in September last year at 
82 and have since recovered to 90. The actual butter price is of great 
interest; it was 392/- a ewt. in London this August, compared with 
206/- in March-April 1958. 

Total export receipts for the last two March years were the same, 
£274 million. Butter and cheese brought in £14 million more in 1958- 
59, and meat £11 million; the total increase of £25 million was offset 
by a fall in wool receipts of the same amount. 


2. Reserve Bank Bulletin, August. 
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The maintenance of high export earnings was caused by the shipment 
of greater quantities. Detail for the main exports is shown as follows: 


Quantities exported Calendar Years 1957 and 1958 and 
Increase 1958 over 19573 








Butter Cheese Meat Wool 

(000 cwt.) (000 cwt.) ‘(000 cwt.) (million Ib.) 
ery 1,788 8,104 456 
a 1,770 7,769 432 
+607 +18 +335 +24 





In the coming export season events may possibly disturb the more 
rosy picture of today although the portents seem favourable. Lamb 
prices remain relatively low and uncertain, butter and cheese are so 
high that while optimism seems justified some element of caution is 
appropriate. After a promising start at the minor wool auctions, hopes 
are not now so firm for a rising trend when the main sales begin next 
month (October). 

Estimates of production for 1958-59 show the total quantity of 
butterfat down very slightly, with meat and wool production consider- 
ably greater than in the previous year. 

Providing ruling prices for the main exports were continued, it 
was estimated by the Treasury that total export receipts for the present 
calendar year would be £296 million. In 1958 the total was £250 
million.4 

There is one special feature of the trading situation that calls for 
comment at the present time. While the Meat Industry Reserve Account 
decreased its credit balance by only a trifling extent during the year 
ended 31st July 1958, and the Wool Commission Account continued 
to increase its surplus, the Dairy Industry Stabilization Account passed 
from a credit of £14 million in 1957 to an estimated deficit of £7 million 
in 1958.5 It was necessary for the government to provide £5 million to 
help the dairy farmers through the critical period and maintain the 
payout. 

In a paper entitled, ‘‘ Income Distribution in a Trading Nation”’, 
Mr. J. V. T. Baker, Government Statistician, has shown very clearly 
the difficulties caused by severe fluctuations in farmers’ incomes in New 
Zealand, and especially those of dairy farmers. ‘‘The fluctuations in 
farmers’ incomes remain so wide that one wonders how far the schemes 
have in fact softened the internal effect of overseas price changes.”’ 
Mr. Baker contrasts the handling of the Guaranteed Price Scheme at 
the peak period of butter prices in the 40’s season 1947-48, when there 
was a surplus of £5°7 million on the season’s trading, with the result 


3. Official Economic Survey, p. 47. 

4. Estimate presented to the Arbitration Court by the Secretary of the 
Treasury, Reserve Bank News Review, August. 

5. N.Z.0.Y. Book 1959, p. 496. 
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of three seasons of peak prices in the 50’s when, ‘‘the account showed 
an overall deficit of £1-:7 million on trading’’. As shown above the 
rapidly falling prices of 1957 led to the complete dispersal of the 
balance in the account and the necessity of a contribution from the 
government. This experience stressed the need for payout to be related 
to realizations, a fact which is apparently now appreciated more widely. 
The scheme at present in operation provides, ‘‘the paying out of a 
conservative advance price to suppliers throughout the season’’, and 
if there is a surplus in realizations during the trading year half will 
be paid to the reserve account.® 

The actual advanee price is still subject to negotiation and agree- 
ment with the government—a questionable procedure for settling the 
internal returns for so important an export industry. Mr. Baker sug- 
gests that a largely automatic method would be preferable and that 
this might be provided by combining the actual realizations as the 
season proceeds with a ‘‘standard price’’ calculated as an average of 
realizations over the previous five seasons. When realizations were less 
than the standard price the Account would pay out half the difference, 
when greater, take in half the difference. In the opinion of the writer 
this proposal has much to commend it and should receive close study 
by the parties concerned. 


2. Labour, Wages and Internal Prices 
TaBLE IV 
Labour Wages and Prices, 1956-91 





1956 57 58 59 


Total Labour Force (April 000’s) .. 813-9 831-2 850°5 865-8 
Vacancies (end of month) 





Average Calendar Years .. .. 12,986 8,926 7,135 4,378 2* 
Disengaged Persons (end of month) 

Average Calendar Years .. 259 394 785 1,656* 
Weekly Wage Rates Adult Males 

(1955 = 1,000) .. ta 1,019 1,067 1,078 1,0863+ 
Effective Wage “eee 994 1,019 986 9513F 
Import Prices (1955=100) .. .. 102 106 105 106t 
Export Prices (1955= 100), All 

Groups .. 97:5 95-8 81:8 87-6¢ 
Consumers’ Price Tndex, “All Groups 

(1955 = 1,000) . pivdee seis Ge 1,035 1,057 1,104 1,142+ 





*July. tJune Quarter. March Quarter. 
Source: 1. August Abstract. 
2. During 1959 a reassessment of the staffing position in the 
Railways Department led to a reduction in vacancies of 
about 2,000. 
3. Provisional. 


The labour force grew by 15,300 during the year ended last April, 
and the chief industries which absorbed the increase were the Adminis- 
trative and Professional Group; followed by Building and Construe- 


6. Statement by Deputy Chairman of the Dairy Board, reported Otago Daily 
Times, 21/9/59. 
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tion; Textiles, Clothing and Leather ; Building Materials and Furnish- 
ings; and Seasonal Manufacturing. In Primary Industry there was a 
further slight decline in the numbers engaged. 

Vacancies fell from 7,135 to 4,378, to a large extent because of a 
re-assessment of the staffing position by the Railways Department. 
With the exception of the Building Materials and Furnishings Group, 
those which increased employment most also showed the greatest num- 
ber of vacancies, with the highest demand for labour in the Adminis- 
trative and Professional Group. The latest report of the Department 
of Industries and Commerce refers to ‘‘this stationary relationship be- 
tween manufacturing added value and total production”’ over at least 
the last 25 years. In 1958 the proportion of the labour force employed 
was 25 per cent, the same as 10 years ago. 

Unemployment, now described as the number of disengaged per- 
sons, continued to be negligible by comparative standards, but the 
figure for July this year, 1,656 persons, illustrates the change in 
seasonal conditions which has occurred in the last two years. From the 
highest monthly figure of 72 persons in 1955 to 1,501 in September 1958 
and now 1,656, is a jump of which people so accustomed to a condition 
of over-full employment as the New Zealand public take notice. 

Increases in weekly wage rates (actual earnings including over- 
time are not available) have been slower since 1956. Effective wage 
rates declined after 1957. Import prices fell slightly to 1958 and in 
the March quarter this year were back to the level of 1957. They 
cannot have had very much influence on the rise in the Consumers’ 
Price Index. There was a delay of some months after the severe Budget 
of 1958 before the expected application to the Arbitration Court for 
a new general wage order took place. Between June 1957 and June 
1958 the index had risen by 13 points only. In the next quarter it 
increased by 50. This was due mostly to the increased sales taxes on 
beer and spirits, tobacco and petrol. 

The new wage order just announced was a majority decision. 
According to the press report,’ it states that, of an increase in retail 
prices of 7:7 per cent over the last two years, one half (3-8 per cent) 
had been due to Budget changes. The fact that, excluding them, the 
Consumers’ Price Index had risen by 5:1 per cent since the last wage 
order in 1956, while nominal wages had increased much more slowly, 
led to the new pronouncement. There is an air of indecision in the 
actual words. ‘‘ We think that a prima facie case has been established 
for a general order, provided the economy has the capacity to meet 
and sustain it.’? The order provides for an increase of approximately 
6 per cent on the rates ruling in 1956 for wages up to the first £13 per 
week for adult males, up to £9/10/- for females, and up to £7/10/- for 
juniors. It is estimated that the additional maximum increases will be 
15/7 for males and 11/9 and 9/- for females and juniors. 

The view may perhaps be put forward that the Court order will 
be contrary to the fiscal policy determined in 1958 and maintained 


7. Evening Star, Dunedin, 19/9/59. 
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against much criticism this year. On the other hand, considered along 
with the modest relief in taxes on income, the maintenance of the high 
sales taxes, and the considerable improvement in export income, the 
actions of the State and the Court, taken together, may give a desirable 
stimulus to consumption, and perhaps not too much. 


3. Consumption Demand and the Course of Prices 


A look at the state of retail trade is a useful preliminary to an 
examination of the next table. After the middle of 1958 imported goods 
were scarcer and internal demand was reduced by severe increases in 
taxation. Between March 1958 and March 1959 there was a fall in 
turnover for the average of all store types of 6 per cent; between 
December 1958 and March 1959 a fall of 18 per cent. A reduction 
between December and March is normal, but the fall was considerably 
greater than for a similar period in the preceding year. In some com- 
modity groups sales fell by more than 20 per cent while at the same 
time stocks were little increased, evidence of depressed trading condi- 
tions and barriers to stock renewals. 

This decline in retail trade is an interruption of the rising trend 
of the last few years. Mr. W. A. Poole has analysed some of the results 
of the second Census of Distribution in 1958, and compared them with 
those of the first Census in 1953. He finds that growth in the number 
of retail shops has more than kept pace with the growth of population, 
and also that average shop turnovers have risen. At 1953 prices, turn- 
over per head of the population increased by 10 per cent in 1958, 
evidence of a rise in the standard of living tending towards that figure. 
The recent wage claim, from this point of view, ‘‘seems to have been the 
expression of the struggle to satisfy the taste for higher levels of 
consumption’’. 

During the first six months of this calendar year it seemed that 
monetary and fiscal policy had placed New Zealand among those coun- 
tries which were at last fairly successfully holding inflation in check. 
The indicators of the following table show the effects of declining terms 
of trade and internal policy on the ability of the public to save while 
maintaining a fairly high rate of expenditure. 

Gross National Product at 1955 prices fell by approximately a 
half per cent on last year’s figure,’ according to the official estimates 
for the year ended last March. National Income at Factor Cost in- 
ereased by £32 million, at current prices. Against a fall of £4 million 
for ‘‘Other Personal Income’’, among which farm income is included, 
there were set £18 million more for salary and wage earners and an 
increase of £7 million in Company income, and other small items. This 
increase at Factor Cost was £12 million less than in each of the two 
preceding years. A rather sensational increase in taxation made Private 
Disposable Income diminish by £6 million, while Personal Consumption 
Expenditure rose by £22 million. That this latter was accompanied by 


8. Dr. Bergstrom’s estimate, Economic Record, Dec. 1958, would have been 
very close but for the unexpectedly rapid recovery in export dairy prices. 
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TABLE V 


National Income and Consumption Expenditure, 1956-59 
(March Years) 


(£ million) 








1956 57 58 59 
1. Gross National Product .. .. .. .. 986 1,029 1,084 1,137 
2: (At TOSS PRS oh ka ides as 8. SE 988 1,019 1,014 
3. National Income at Factor Cost .... 844 886 930 962 
4. Private Disposable Income .. .. .. 723 760 820 814 
S; Prevate DAvines ..6 occ os cs vs ee 74 87 94 66 
6. Personal Consumption Expenditure .. 649 673 726 748 
7. Government Expenditure on Goods 
RI ONUUNNS 4 5 eos Kotienam ieGe, oe 140 148 158 
8. Total Consumption Expenditure as a 
percentage of G.N.P. .. ........ 79 79 81 80 





Source: National Income Estimates, 1959 provisional. 


a reduction of £28 million in private savings is the most interesting 
item in the table. It included a reduction of £6 million in small savings, 
being the excess of withdrawals over deposits in savings banks. Govern- 
ment expenditure on goods and services increased by £10 million and, 
combined with private expenditure, made a proportion of Gross 
National Product one per cent less than in the previous year. 

These matters should be borne in mind in discussing the likely 
trend in demand and prices, along with the effects of tax changes and 
the wage increase. The Budget reduced income tax in a full year by 
10 per cent, with a maximum limit of £30 per taxpayer during the last 
half of the financial year. This is an estimated addition to personal 
income of £84 million, ‘‘ designed to increase purchasing power as more 
goods and services become available. Their value,’’ continued the 
Minister in his Budget speech, ‘‘to the taxpayers who participate in 
them and to the overall economy will increase in proportion to the 
increase in national production and in savings, which, I hope, these 
reductions will stimulate.’’”® It may reasonably be deduced that the 
government was not averse to the general order such as that which 
comes into force in October. 

Before the likely effects of these two measures on consumption 
demand and on retail prices can be estimated, attention must be given 
to a number of factors. In some cases wages may already be above the 
stipulated figure. Pressure of consumption demand, and ability to save, 
will depend on the extent to which these rates increase further, as well 
as on the increase where rates have been below the new minimum. 
People who have used savings to maintain demand in the past year 
may use part of the increased income to restore them. There may be 
a considerable lag before prices are revised because cost accountants 
take some time to calculate rates of increase which will be submitted 
to entrepreneurs for consideration. Business firms may be able, and 


9. Budget 1959, p. 32. 
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may think it wise, to absorb the increased wage cost, or part of it, in 
order to take maximum advantage of the increased demand through 
greater turnover. The removal of all hire purchase restrictions, except 
those on motor cars and motor cycles, will stimulate the increased 
spending which will soon be possible. 

What will be the general effect on prices? That some increase will 
follow, even granted the expressed determination of the Reserve Bank 
to continue adequate monetary control, is surely inevitable. But greater 
availability of imports should have a restraining influence on the 
amount of the rise. With regard to the special circumstances of the 
times, the Government Statistician, at the recent hearing of the Arbitra- 
tion Court, expressed the opinion that ‘‘there was no reason why, other 
things being equal, a general wage increase should lead to a wage-price 
spiral’’.1° Of the ‘‘other things’’ presumably the most important will 
be the continuance of export returns able to maintain a satisfactory 
flow of imports and an increase in the efficiency of labour and capital 
in New Zealand. In so far as it is possible to persuade people in a 
welfare state that prosperity depends on output, perhaps the experi- 
ence of the last eighteen months may tend towards greater care and 
effort. 


4. Investment 


It is not reasonable to insist that a country in New Zealand’s stage 
of development should try to live within its income, and there is no 
need for alarm if total domestic expenditure should exceed Gross 
National Product, unless the consumption part of it is out of balance. 
When personal and government expenditure on goods and services are 
added together with the total of gross capital formation, for the last 
four years they aggregated 103, 102, 105 and 102 per cent of Gross 
National Product. In the circumstances it is the performance of the 
year ending in March 1958 that is open to criticism. The 5 per cent 
excess domestic expenditure showed the heavy deficit in the balance of 
payments, and reflected the import surge and the political manoeuvres 
of the election year with the large tax rebates which were made. 
Actually personal consumption expenditure was 66, 65, 67 and 66 per 
cent of Gross National Product and the fall after 1958 shows a return 
to about the usual proportion. Details of Gross Capital Investment in 
the public and private sectors are shown in the following table. 

As stated in the Official Survey, the proportion of investment made 
by the private sector has fallen slightly. The percentages have been 
18, 12, 18, 12 in the last four years. Building accounted for about 
56 per cent of the total value of private investment, £134 million in 
the year ending March 1959. In this year a record number of 19,600 
houses were completed. Other building increased in 1957-58, but the 
number of permits fell off in the following year, and also the value of 
the buildings erected. 


10. Reserve Bank News Review, August 7. 
B 
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TaBLE VI 

Gross Capital Investment in New Zealand, 1956-59 (March Years)! 
(£ million) 

1956 57 58 59 





1. Total Gross Capital Investment (in- 
cluding changes in the values of 


stocks) . 240 235 261 253 
2, Asa, percentage ‘of “Gross National 

PLOUME os: nme 24 23 24 22 
3. Net Overseas Investment .. .. . —3l —19 =o —22 
4. Break up of 1 excluding changes | in 

the value of stocks— 

RADU UMAUEEE. cscs psec ae wee «=e 122 138 134 

Cb) Reta “Gert: ... 6s cs es 66 72 72 71 

(c) Local Authorities .. .. .. .. 26 31 35 36 

(a) “Total ....... by te ne cae 225 245 243 
5. Private Capital Investment as above— 

Cay -Betidenes 3. 20. ae ee as 66 64 78 76 

(bh) Other... 63 58 61 58 

(c) Total as per. cent of GN. PL 13 12 13 12 
6. Capital Issues approved .. . : 14 16:3 10-2 1-32 
7. Per cent applications declined . KP 41 19 38 50 





Sources: National Income Estimates, Economic Survey, Reserve Bank 
Bulletins, March 1950. 


1. Provisional. 
2. First Quarter only. 


The Survey anticipated a fall in farm investment, little change in 
manufacturing, and about the same level of government investment in 
1958-59 as in 1957-58. This was a sound estimate. A slight decline of 
investment by the central government was evenly balanced by that 
of local authorities, and the inclusive total decreased by £2 million. 

A ‘‘more selective policy’’ has been applied by the Capital Issues 
Committee since 1957 and the applications submitted to it declined 
considerably in the second half of 1958. This was probably due in part 
to the discouragement of business enterprise caused by a new tax on 
undistributed company profits, the ‘‘ Excess Retention’’ tax, which has 
been exceedingly unpopular. To the business world it has seemed to be 
quite inconsistent with the call for increased production to compensate 
for the exclusion of goods by import control. The rise in the proportion 
of applications declined by the Capital Issues Committee has also had 
a dampening effect on industrial enterprise. 

There is a special and interesting aspect of investment which 
deserves consideration at this particular stage in New Zealand’s econ- 
omic history. 

With the maintenance of a protective policy the number and 
importance of branch factories set up in New Zealand by overseas 
firms have increased considerably. The Budget made it clear in July 
that the policy of the government is further to encourage this develop- 
ment. A cautionary note concerning the long run effects of an inflow 
of overseas industrial and financial eapital has been sounded by Mr. 
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W. Rosenberg.!! The already severe deficit in the Invisibles account is 
swollen when profits of these companies are remitted to shareholders, 
and, although a considerable proportion is retained in New Zealand, it 
is emphasized that in the future a not negligible strain on the balance 
of payments might develop. This suggests the desirability of consider- 
ing whether, as far as possible, capital imports should be of the fixed 
interest variety. The exchange drain should be less in fixed interest 
charges than in dividend payments of enterprises which come to New 
Zealand because a protected market is calculated to make them pros- 
perous.!2 For the same reason, the policy of refusing to allow local 
bodies to borrow abroad may be questioned. Might it not be better to 
permit an inflow of fixed interest capital to local bodies—leaving New 
Zealand savings to become to a greater extent domestically owned risk 
capital ? 


5. Government Finance 


TasLe VII 


Government Finance, 1956-59 (March Years)' 
(£ million) 








1956 57 58 592 
1. Direct. Tasaton: .. .. 26 sc os 160 169 154 202 
2 Indiveet “FaxdGiow’.. 26.65 82 84 83 90 103 
3. Trading Income (Net of Taxation) 21 20 22 23 
4. Current Revenue .. .. .. .. .. 266 273 267 328 
5. Current Expenditure on Goods 
Sil OPUS: 26k ke Ne 101 109 114 121 
Gs SSRN So ob oak ec ac eee as 82 86 92 103 
Bi IOUT fore faker cleat, wks WDE 3A 12 13 14 13 
S Nevewe Balance .. 2. ce ok 54 45 25 67 
9. Capital Expenditure .. .. .. .... 66 72 72 71 
I  SERUCHIE TQ@UR eee sie). 0 Sod Het aes —2 10 1 403 
11. Overall Cash Surplus .. .. .. .. —11-0 —3-8 —22-3 +15-4 





Source: 1. Official Estimates of National Income. 
2. Provisional. 
3. Excluding £4 million borrowed from Australian insurance 
companies repayable in New Zealand. 


Total taxation reached £305 million in 1958-59 compared with 
£245 million in the previous year and £253 million for 1956-57. The 
reduction in the middle year was due to election bids and the introduc- 
tion of P.A.Y.E. taxation. Nevertheless the increase of £60 million 
shows a resolute determination to restrain consumption expenditure 
while reducing imports by £40 million to rescue the balance of pay- 
ments from its precarious position. Fiscal action through tax increases 
can be used by a government in its first year of office in a way not 
usually possible politically in a second, and in a third year it is almost 
unthinkable. 


11. Canterbury Chamber of Commerce Bulletin, March 1959. 


a For a similar view see J. E. Meade, Economic Record, December 1956, 
p. 242. 
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Current government expenditure on goods and services in 1958-59 
increased by £7 million over the previous year, while the revenue 
balance, which had fallen by £20 million in 1957-58, increased by £42 
million. Expenditure illustrates various conflicting interests. Although 
arguments for reduction were strong, subsidies remained at £13 mil- 
lion, only one million less than in 1957-58. At the same time family 
benefit for each child was increased by 5/- per week. The cost of this 
increased by £6 million in the year, and it is estimated to increase by 
£7 million in 1959-60. Perhaps this was an important factor in the 
delay of the anticipated claim for a new wage order. Now that this has 
been granted the public conscience will probably demand a review of 
other monetary benefits, notably age and invalid pensions. 

Capital expenditure remained about the same, an uneasy recon- 
ciliation between the conflicting interests of lower taxes and the main- 
tenance of development projects. External loans of £40 million, of 
which £16 million was used to repay advances from the Reserve Bank, 
enabled an Overall Cash Surplus to replace a run of deficits which had 
occurred in good years or bad. 

The merits of the taxation changes in these years of exceptional 
difficulty have been and probably will continue to be argued hotly. 
But, apart from the commodities and income groups chosen for impost 
or relief, credit should be given to the Minister of Finance for using 
fiscal policy in the interests of stability, and for the determination to 
be cautious until the market situation for exports gives a clear signal 
for advance. 

6. Money and Credit 


The ability of New Zealand to meet the coming stimulus of in- 
creased internal demand through reduced taxation, wage increases and 
higher export prices without giving way to the forces of inflation will 
depend in the main on the greater availability of imports, a return to 
the former propensity to save, and the efficacy of monetary policy in 
restraining credit expansion. In the final table monetary conditions in 
the last four years are compared. 


TaBLe VIII 
Money, Small Savings, and Security Yields 





; Small Savings 
Trading Bank yotume of Excess 
Advances and i 
4 Money Deposits | Government 
Discounts. Calendar over Securit 
Average of 4 


Yearl Withdrawals2 Yields! 


Monthly Figures? (£ million) March Year 





(£ million) (£000) 
ONG yoo ck “nS oie Re 167 317 —176 4-65 
BOE) its we aivnk ca. psn ees 162 327 8,978 4-81 
2 pe ES eat ae 172 323 14,949 4-95 
ee ose ee 169 323 —6,173 4-89 
(6 months) (5 months) (March) 





Source: 1. Reserve Bank Bulletin, July 1959. 
2. Abstract August. 
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Coinciding with the announcement of the new wage order, the 
Reserve Bank made a small increase in the reserve ratios of the trading 
banks. The ratio for demand liabilities was increased from 284 to 30. 
There was no change for time liabilities. The current policy, as stated 
in the press report is, ‘‘to hold bank advances steady, apart from 
normal seasonal changes’’.1* After the import surge in 1957 monetary 
policy was reinforced by fiscal action and comparatively stable condi- 
tions for money and credit have continued to the present. The calendar 
year average of advances fell by £5 million between 1956 and 1957, 
helped by the firmer taxation policy of the former year. An increase 
of £10 million followed, leading to the statement of the Minister of 
Finance in the 1958 Budget that if the reserve ratio system was in- 
effective, other measures might have to be adopted. These other meas- 
ures were not brought to light. Advances had to remain high while the 
increased imports of a peculiar election year were being paid for. But 
advanees fell to £165 million in August 1958 and were held to £164 
million in June of this year. 

The volume of money fell in 1958 to £323 million, which remained 
the average of the first five months of this year. Among the reasons 
given for the decline in the volume of money since 1957, the most 
important is the decrease in Reserve Bank credit to the government 
and marketing departments. During the year ended last January there 
was also a shift of £4 million from deposit liabilities to time liabilities 
of the trading banks, a slight deflationary influence. 


Prospect for 1959-60 


General economic conditions are now more favourable. Government 
security yields are appreciably higher than three years ago but have 
recently fallen slightly. Average rates on new mortgages are a little 
higher. The All Groups share price index fell from 2065 in 1957-58 
to 1900 in 1958-59. It has risen slightly during the last June quarter. 
The stimulus of higher export prices will now be reinforced by the 
rising personal incomes of the second half of the financial year. There 
should be the usual resultant increases in the National Income aggre- 
gates. It seems appropriate to expect a resumption in the upward 
movement in real income. 

In more specific terms, the National Income at Factor Cost, which 
increased last year by £32 million, should grow faster in absolute 
amount. The Gross Nationa! Product should increase considerably at 
current prices and move upward in real terms. Receipts from taxation 
should continue at about the level for last year. Reductions in income 
tax receipts may be compensated by an increased yield of the sales 
taxes on beer, cigarettes and petrol if the demand proves as income- 
elastic as it was price-elastic a year ago. Export earnings should con- 
tinue to increase—depending for the extent on the wool sales of the 
coming season. Import allocations, unless drastically increased in 
1960—and it seems most unlikely that control will on this oceasion be 


13. Otago Daily Times, 18/9/59. 
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relaxed suddenly—should not threaten the trade balance, and a surplus 
on current account may again be expected. Heavy overseas borrowing 
is not anticipated but the Budget indicated that the government might 
borrow to finance part of its imports of capital. It is therefore likely 
that the large surplus in the balance of transactions will be maintained 
or increased. 

The real problem of the next six months and the rest of 1960 will 
be whether New Zealand is going to run true to form and, with rising 
export prices, add another to the familiar fluctuations of the last 
decade. There is no doubt that the Reserve Bank has developed a sound 
and flexible system of monetary control. It will face great difficulties 
as tax reductions and the new wage order lead to increased demands 
for credit expansion. Import control and the as yet firm policy of the 
government regarding taxation are restraining influences. But the 
effect of triennial elections on the state of the economy seems to be 
increasing with the post-war years and in 1960 political expediency 
may have the final word. 

G. C. BILLING 


University of Otago, Dunedin. 
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A MATTER OF PRICES* 


Introduction 


As I understand it, the purpose of ANZAAS is to come between 
the scientist and the citizen, in an attempt to explain the scientist and 
his work to the ordinary man and to remind the scientist, perhaps, of 
the social implications of his work. Not being a scientist, I can’t 
interpret the great events of science as some of my predecessors have 
done. Perhaps being a user rather than a finder of scientific truth, it 
would be more appropriate for me to talk about one of the major 
contemporary economic problems, to look at what the economic scientist 
has to offer and to work on for the understanding and solution of this 
problem and to consider what might be done in the institutional and 
practical field to apply his work more fruitfully. 


The Problem 


The particular problem I have in mind is whether prices must 
always rise. The problem has, I believe, been posed sharply by what 
has been happening over the last two or three years. We had, at the 
end of the war, the normal aftermath of inflation when the excess 
demand built up by war-time absention from spending and the 
accumulation of the means of payment produced an inflation of quite 
classic textbook character. This was demand inflation and its nature 
was well understood. Its effects have by now been substantially worked 
out and it seems certain that what has been happening in more recent 
years is of a different character. Despite the fact that the excess demand 
of the post-war inflationary period has been substantially worked out, 
prices have continued to rise although the rate of increase has been 
slower than previously. The characteristic pattern seems now to be a 
tendency for prices to rise more or less steadily by about 3 per cent a 
year. Moreover, a significant new factor appears to have entered into 
the situation—that is a widespread acceptance of price increases of this 
order as natural and inevitable. 

An important reason for believing that this trend of prices does 
in fact represent a significant and continuing element in our economic 
climate is the experience of the United States during the recent busi- 
ness recession, when, despite the fact that almost every indicator of 
economic activity turned downwards, consumer prices continued to rise. 
Between August 1957 and April 1958 the index of industrial produe- 
tion fell by 13 per cent, retail sales by 5 per cent and unemployment 
almost doubled, but the consumer price index and wage rates rose—by 
almost 3 per cent. The situation in Australia, though not as pronounced, 
is not unlike that in the United States. June figures reveal that the 
interim retail price index is 2-6 per cent higher than it was a year ago 





Must prices always rise? 


* Presidential Address delivered by Dr. H. C. Coombs, Governor of the Com- 
monwealth Bank of Australia, at the Thirty-Fourth Congress of the Australian and 
New Zealand Association for the Advancement of Science at Perth on 26th August, 
1959; reprinted from the Australian Journal of Science, Volume 22/4, October 1959. 
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in spite of uncertainties in general economic conditions which sug- 
gested that the economy needed some stimulus if growing unemploy- 
ment was to be avoided. In the past, periods of declining economic 
activity have almost invariably brought falling prices—even though 
the decline of retail prices has been much less than that of materials 
and basic foodstuffs. If this change in the relationship of price move- 
ments to other indicators is due to continuing factors, it would bring 
about a vital change in people’s attitudes towards prices—a change 
which could have profound economic effects. Previously, even if people 
felt that the long-term trend would be upwards, they had to take into 
account that there would be times when prices would fall. This prob- 
ability introduced some uncertainty into any assessment they were 
making. In other words, while the long-term trend of prices might be 
upwards, any judgment relating to a particular period had always to 
allow for the possibility of a fall. This prevented people from being 
able to plan on the assumption of continuously rising prices. Recent 
experience suggests that this may be no longer true. 

If recent events here and abroad can be interpreted in this way 
and 

1. we can expect prices to rise always and even in times of slight 

economic recession by 2-3 per cent per year; and 
2. the risks of occasional reversals in this trend are remote, 


we face, I believe, a very serious economic problem. Of course, it is not 
a problem of the same human urgency as the unemployment and stag- 
nation of the thirties and there are, I know, people who would dispute 
that it is a problem at all. I am satisfied, however, that this attitude is 
based on a failure to realize the consequences of the continuance of this 
trend. I propose in this address therefore 


1. to examine the question of whether this slow deterioration in 
the value of money, this ‘‘creeping inflation’’ matters to the 
economy and to the people who compose it; 

2. to examine briefly the attitudes which underlie the decisions 
which produce rising prices and to pose certain questions to 
test whether these attitudes are valid for the groups of people 
who hold them ; 

3. to consider the practicability of a stable price level and the 
conditions which would be necessary to achieve it; and 

4. to throw out certain ideas about institutional and political 
changes which might promote these conditions. 


I do not expect to produce final answers on these matters—but I 
believe that if economists, administrators, political groups and the 
public generally can turn their minds to this problem as they did to 
the problem of unemployment in the thirties, there will emerge the 
insight necessary to its solution. 

Some people argue that, since we have accepted full employment 
as an objective of policy—an objective which we can achieve—it is 
inevitable that prices will move upwards and we might just as well 
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make the best of it. They point out that there are ways for people to 
protect themselves against the consequences and that there is evidence 
that many people are already trying to do so. They are attempting to 
protect their incomes by means of automatic adjustments and other 
escalator clauses in contracts, and their wealth by diversifying their 
assets to include real property and equities, which offer a hedge against 
inflation. It is sometimes suggested that the current boom in the 
prices of shares and other equities on the world’s stock exchanges 
reflects a growing conviction that rising prices must be expected and 
a growing determination to insure against their effects. 

Another view is that creeping inflation is not only inevitable but 
desirable—that slowly rising prices stimulate investment and reduce 
the burden of indebtedness on the active section of the community. They 
give windfall profits to industry and fill capitalists with confident 
hopes for the future. Thus, it is argued, they give an impetus to 
development and are consequently generally in the social interest. 

These views have a specious charm but I believe they require 
critical examination. The presumption that it is possible to take 
reasonably effective action against the effects of rising prices is based 
upon the experience of a very small financially conscious minority 
operating in a community, the great majority of which is in the grip 
of what Keynes called ‘‘the money illusion’’—i.e. the belief that the 
value of a unit of money is constant. The longer prices continue to rise 
—however slowly—and the more confident become the expectations of 
further rises, the more people will seek protection and the more expen- 
sive it will become. Indeed, it is difficult to conceive an upward trend 
of prices remaining slow and gradual in a world where everybody is 
seeking to protect himself against its effects. Thus the very possibility 
of inflation remaining at a ‘‘creeping’’ rate, as well as the possibility 
of the ‘‘wise guy’’ being able to hedge his risks, may depend on there 
being sufficient uncertainty about the continuance of the trend to 
preserve the money illusion in the majority of the people. 

I believe it is true that slowly rising prices have a stimulating 
effect on business enterprise and thereby tend to promote industrial 
and commercial development. They do this, of course, by increasing the 
share of the national income which goes to profit earners at the expense 
of the rest of the community. It is a form of subsidy—but a subsidy 
which is not voted by Parliament or subject to any critical examination 
by the Tariff Board or any other judicial authority. It has been fairly 
described by Knut Wicksell, the great Swedish economist, as ‘‘ capitalist 
confiscation’’. I believe that a high rate of development is an essential 
element in economic policy and if it is necessary for the community to 
subsidize it, I see no objection to this being done—but let it be done 
in a way in which the community can see for what purposes and for 
whose benefit it is taxing itself and in a way which enables the burden 
to be distributed with some degree of social justice. 

It should be noted also that the effect of rising prices in inflating 
profit incomes is not confined to the investment field. Some of the 
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windfall is certainly devoted to increasing consumption expenditure— 
diverting resources into those classes of goods of particular interest to 
profit earners. This is one of a number of distortions in the use of 
resources which flows from creeping inflation. Another is in the invest- 
ment field itself. The advantages derived by industrial and commercial 
development are partly at the expense of public and social development. 
There is, I believe, good reason to feel that the provision of transport, 
water supply, and power tends to lag behind the growth of industry 
and commerce and that schools, universities, hospitals and other social 
equipment suffer by comparison, as does also housing. We may well 
have reached a stage in the development of our standards of living 
when the greatest improvement can be obtained from the improvement 
in the physical environment in which we live and in the development of 
services co-operatively provided rather than in the further accumula- 
tion of personal possessions. The City of Perth is giving a fine example 
of the way in which the quality of life can be enhanced for all by 
intelligent collective use of resources on the physical environment and 
the social institutions which compose it. A gracious city—well equipped 
with well planned roads and highways, with parks and playing fields, 
providing fine schools, universities, public buildings, theatres, and the 
like—may well give a better life for its citizens than one which lacks 
these amenities but sprouts television antennae from every roof top 
and whose streets are jammed with opulent chromium-studded motor 
vehicles. 

Another distortion which can be produced by creeping inflation 
arises from the conflict of objectives which it can create for the mone- 
tary authorities. The Commonwealth Bank, for example, is required by 
law to pursue a policy which will best contribute to the maintenance of 
full employment and to the stability of the currency. These are the 
basic objectives of monetary policy in practically all democratic coun- 
tries. If there is a tendency for prices to rise, the monetary authority 
may feel obliged to impose a restrictive credit policy even though such 
a policy may prevent the emergence of full employment. In the United 
States at the present time it seems clear that credit policy is restrictive 
and interest rates are at their highest level for many years, despite the 
existence of a substantial body of unemployed. This policy is due, I 
believe, to the fear of inflation. 

Finally, the view that rising prices do not matter tends to ignore 
the international aspects of our economy. We are major international 
traders and our capacity to carry through a rapid development pro- 
gramme depends upon our exports commanding prices which give a 
significant margin over costs of production and upon our domestic costs 
being at a level which makes the establishment and growth of import 
replacing industries attractive to domestic and overseas capital. It is 
true that for some years after the war our exports commanded excellent 
prices and enabled us to buy imports of finished goods, materials and 
capital equipment on very favourable terms. In such cireumstanees it 
can be and was reasonably argued that rising domestic prices were 
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desirable to pass on to other sections of the community a share in the 
remarkable prosperity of our basic industries. That time has gone at 
least for the present. Import prices have continued to rise and export 
prices have come back, following periodic breaks in the market, to a 
degree which made our terms of trade in 1958/59 not much better 
than in the depression years of the ’thirties. For the future we must 
rely increasingly on our capacity to reduce real costs of production by 
increasing productivity through better technology and our ability to 
keep the movement of our internal money costs favourable compared 
with those in competitive countries. 

For these reasons, I suggest we should receive with grave scep- 
ticism pronouncements which suggest that we do not need to worry 
about prices. A persistent tendency for prices to rise may, like the 
housemaid’s baby, be very small at first—but once people have got used 
to it being around, they may well be astonished at how rapidly it will 
grow. 





Creeping Inflation—Basic Attitudes 

The tendency of prices to ‘‘ereep’’ upwards in periods when 
total demand is not excessive and even when it is mildly deficient 
derives in part from the attitudes of people—those who make decisions 
in business and those whose passivity towards such decisions reduces 
the natural resistance to higher prices. Let us look for a moment at 
some of these attitudes and consider how far they are wisely based 
and in the interests of those who hold them. 

Consider the pricing policies of industrialists and traders. No 
doubt some degree of competition prevails over a wide range of indus- 
try and commerce but there are degrees of monopoly and tacitly 
accepted practices which mean that prices are determined by manage- 
ment rather than by the market for a wide range of goods and that 
within significant margins producers can decide at what prices their 
goods shall be sold. In these circumstances the policies of the manage- 
ment are important. 

First, management appears to assume that increases in costs should 
and can be passed on—and so far as can be judged from the evidence 
available it appears to be broadly true that in Australia such increases 
in manufacturing and distributive industries can, in fact, be passed on. 
Whether this is due to a high degree of monopoly in our industrial 
structure, elements which are being increased by the current popularity 
of ‘‘take-overs’’, or to inadequately developed ‘‘price-consciousness”’ 
on the part of our consumers is difficult to judge. But it tends to make 
our industries less responsive than they should be to measures which 
by increasing productivity could reduce costs or alternatively avoid 
their being increased. 

A similar attitude seems to prevail towards the results of improve- 
ments in productivity. In manufacturing industry, especially, there is 
a strong trend towards methods which reduce the unit cost of produe- 
tion—sometimes in quite dramatic terms. It is hard, however, to find 
examples of products which as a consequence are sold to the consumer 
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at lower prices. Manufacturers in such circumstances will sometimes 
produce a better article at the old price—they will frequently produce 
a more elaborate article or one which is more expensively advertised 
or sold with more elaborate and prestige building services. The trend 
over recent years for the costs of advertising, packaging, and retailing 
to absorb an increasing proportion of the final selling price to the 
consumer is a clear indication of the industrialist’s conviction that to 
reduce prices is not good business. 

This attitude makes it difficult if not impossible for the community 
at large to obtain the benefits of increasing productivity through being 
able to buy at lower prices and therefore having a surplus to devote to 
other forms of consumption or to savings. It is true that improvements 
in the quality of goods can provide real improvement in the standard of 
living. But there is a point beyond which further improvement in 
technical quality has little significance for the need the commodity is 
designed to meet. When this level is reached, only vanity and social 
status are served by further increases in standard of quality. Unwill- 
ingness to pass on the benefits of increased productivity in lower prices 
has great significance for wages, to which I wish to turn in a few 
moments. 

Another important element in the pricing policy of industrialists 
and traders is their belief that selling prices should be sufficient to 
provide not merely cover for costs of production, including a reason- 
able return on capital, but also a substantial part of the additional 
capital required for expansion. Undistributed profits after the payment 
of dividends at normal rates provide a very substantial part of the 
development funds of Australian companies. In recent years this 
tendency in pricing policy has been extended to include major public 
instrumentalities, with consequential increases in prices of services to 
consumers. 

While we are faced with a shortage of capital it is difficult to 
blame companies for ensuring the funds for growth in this way— 
indeed, so important and stable an element are undistributed profits in 
our total supply of savings that I personally would wish to see them 
encouraged. But it is important to note that they pre-empt a consider- 
able part of available savings to particular enterprises and so intensify 
the monopolistic elements in our economic organization and make it 
more difficult for smaller and newer enterprises to be financed. Also 
prices designed to provide such surpluses include a kind of unofficial 
indirect tax imposed on consumers for the benefit of the industrialists 
and traders concerned. It is interesting to speculate on possible ways 
of giving the community generally some of the benefit of the equity 
built up by this tax while continuing to encourage the savings them- 
selves. 

It is possible for prices to be managed in this way partly because 
of the widespread semi-monopolistic elements in contemporary produc- 
tive and distributive organization and because general demand has 
been maintained for a number of years at high levels and appears likely 
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to be so maintained. This is a new feature in the situation. In the past, 
even those industrialists with substantially monopolistic positions have 
thought it wise to stimulate demand in times of declining economic 
activity by reducing prices. Such declines now come more rarely and 
are less severe. Furthermore, governments and central banks have 
shown that they can be relied upon to take reasonably prompt action 
to counter any serious threat to total demand. If this can confidently be 
relied upon, industrialists may well conclude that it will pay them to 
‘ride out’’ periods of falling demand without reducing their prices. 
In the absence of some uncertainty about the future of demand, the 
weapon of price reductions may fall into rusty disuse. 

Monetary theorists may argue that the capacity of business to 
administer prices in the way I have described depends upon the money 
supply increasing or the rate of turnover of money rising sufficiently 
and that consequently the instruments of control lie in our own hands. 
I think this is formally correct. However, our experience suggests the 
money supply and the velocity of circulation are capable of some auto- 
matic adjustment. A sense of increased need on the part of business 
enterprises for a larger money supply will tend to produce the desired 
increase and even to the extent that it does not, there are a variety of 
means by which the existing money supply can be made to turn over 
more rapidly. 

In a system which operates on overdraft accounts in which there 
is at any time a substantial margin of undrawn limits, the possibility 
of increased advances adding to the volume of deposits is clear. Apart 
from customers with recorded limits there are others whose relation- 
ships with their bankers are such that they could without difficulty 
increase their indebtedness beyond that provided for in existing formal 
understandings. Bank advances can therefore be expected to respond 
to some extent automatically to increased demands on them. 

Similarly, in circumstances of rising needs for working capital 
reflecting a gradual upward movement in the price and income struc- 
ture, it is not unlikely that the flow of credit funds through the capital 
market to industry and commerce would be speeded up without sig- 
nificant increase in the money supply itself. In addition, we have seen 
in recent years institutional developments which have increased the 
rate of turnover of the money supply. Outstanding illustrations would 
be the development of hire purchase companies financed largely by 
short-term borrowing and the emergence of firms specializing in the 
short-term money market. 

These elements of flexibility in the money supply and the tendency 
for it to respond to some extent automatically to the demands which 
the money using community makes on it mean that the outline I have 
given of the influence of management decisions in the formation of 
prices is not inconsistent with monetary theory. 

It is true that a monetary policy directed to preventing any 
upward movement in prices generally could be made effective if it were 
sufficiently restrictive to offset the automatic response of the money 
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supply to increased demands on it. But this could be difficult to achieve 
and might have other consequences such as declining employment 
which would make it impracticable or unwise. 

Let us turn now to the critical issue of wage rates which is in 
many respects the core of this problem. We must start with a recog- 
nition of the fact that we are in a world of rising productivity—where 
the continuing accumulation of capital and the growth of science and 
technology are increasing the output of agriculture and industry per 
unit of labour employed. This much advertised quality of our economic 
organization is known, of course, to wage earners and they, not 
unnaturally, and in my personal judgment very properly, expect that 
they will obtain a reasonable share of the higher standards of con- 
sumption which this increasing productivity should make possible. 

This expectation is very generally held to be reasonable and that 
the Commonwealth Arbitration Commission itself is guided by it is, 
I believe, a reasonable inference from its recent judgments. For in- 
stance, in its judgment on the 1958 Basic Wage enquiry, the Commis- 
sion stated: ‘‘The worker is entitled to his share of (this) increased 
productivity and the basic wage should from time to time make pro- 
vision for it.’’ 

These attitudes, however reasonable, can, when taken in association 
with the attitudes of industrialists and traders towards prices within 
their management have explosive effects. Consider the following chain 
of propositions which, while they are over-simplified, do, I believe, out- 
line a set of relationships which are significantly influencing the 
pattern of our economy. : 


1. Because productivity is rising, wage earners believe they are 
entitled to higher real wages and to the extent that they cannot 
be convinced that they are receiving them as a result of falling 
prices will seek higher money wages. 

2. Unless the Arbitration Commission can be convinced that 
wage earners’ living standards are rising to a degree consistent 
with output per head, they will approve increased wage rates. 

3. Since industrialists and traders are reluctant to allow rising 
productivity to be reflected in lower prices, wage earners can- 
not obtain higher real wages without wage increases. 

4. Accordingly, rising money wage rates are inevitable but since 
industrialists and traders generally are able to pass on such 
increases in higher prices and make a practice of doing so, the 
benefit from money wage increases to the wage earner may well 
prove illusory. 


You may feel sceptical of propositions which appear to suggest 
that wage earners have gained little or nothing from increased wage 
rates over recent decades. But it is not suggested that wage earners’ 
standards of living have not improved—indeed the improvement is 
obvious. But I do suggest that when allowance is made for higher 
aggregate earnings due to freedom from unemployment, larger family 
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incomes as a result of more overtime, more readily available casual 
work, higher relative earnings for young people, for the effects of 
increased social services, and for the benefits of durable consumers’ 
goods financed by savings stimulated by hire purchase facilities, there 
will be surprisingly little left to be attributed to higher real wage rates. 

I suggest to trade unions and to other representatives of wage 
earners that it may be worth their while to consider whether their 
efforts to improve the living standards of their members might not be 
better directed along different channels—whether, provided full em- 
ployment is maintained, their interests would not be better served by 
higher real wages made possible by falling prices—whether better, and 
cheaper, and more social services like the educational and medical 
benefits now provided would not improve their standards more and 
free some of their current income for other more personal purposes— 
whether even in respect of higher money incomes it would not be better 
to seek these from the redistributive effects of the taxation and expendi- 
ture powers of the Government rather than primarily through higher 
money wages where the benefits can apparently so easily be taken from 
them. 

The attitudes of industrialists and traders would also bear exam- 
ination from a rational long-term view of their own interests. Their 
anxiety to pass on cost increases and their distaste for lower prices as 
a reflection of increasing productivity are attitudes which have evolved 
during a phase of our development when Australian industry has been 
heavily protected by tariffs and by distance. It reflects too the influence 
of American business thought which has evolved in a large, wealthy 
and largely self-contained market with a very high rate of productivity 
growth. In Australian conditions, given our community’s attitude 
towards wages, each industry’s prices contribute to and in the aggre- 
gate form a large proportion of the costs of production of other 
industries. Especially in an era where the surplus provided by an 
unusually competitive and dominant export industry appears to be 
being progressively narrowed, there may be room for a conventional 
understanding among industrialists and traders that they will abstain 
from increasing one another’s costs and will as opportunity offers 
reduce them, to their mutual advantage, by reducing their selling 
prices. 

I was interested to read this week that Mr. Blough, the Chairman 
of U.S. Steel, is opposing a rise in the wage rates of steel workers on the 
grounds that it would be inflationary. Even if the steel industry could 
absorb the increase without raising prices, he argues, it would tend to 
raise other wage rates where the cost could not be absorbed. He fears 
that the United States will ‘‘ drift slowly into the oblivion of the Greeks 
and the Romans unless it can disabuse itself of the idea that working 
men are intitled to a wage increase each and every year’’. I feel that 
Mr. Blough would have more hope of persuading the steel workers 
that they should be concerned about the fate which awaits the United 
States if the practice of his company and his fellow industrialists had 
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been to pass on to the public in lower prices the benefits of increasing 
productivity which he admits is taking place. Unless he finds an alter- 
native way of satisfying his workers’ legitimate expectations, the 
inflation he fears may well become a reality. 

Above all, there seems to be room for a revision of our attitudes 
as consumers. I have always been puzzled at the passivity of the 
Australian public towards rising prices. Perhaps it is because our 
money is spent by women, but our opinions and our protests—in public 
at least—are expressed by men. Certainly for the sovereign authority 
of the economic textbook we are surprisingly pusillanimous and dis- 
tressingly willing to allow our tastes and desires to be dictated by 
those whose primary motive is to take money from us. There is room 
for a more critical consumer’s attitude towards prices and a greater 
scepticism to the incitements of the advertiser and the salesman. There 
is room for more investigation and research for the protection and 
guidance of the buying public and for the exploration of ways of 
adding to the scope and quality of individuals’ lives and of the forms 
of production and expenditure which would best contribute to them. 

I believe the changes of attitudes I have advocated are possible— 
indeed, that they can well be justified by the intelligent self-interest of 
the parties concerned. But they are, of course, more likely to occur and 
to be effective in a community which has demonstrated its desire and 
its capacity to combine stable purchasing power in its money with full 
employment and progressive development. 

There are, in my opinion, certain essentials if price stability is to 
be achieved without sacrifice of full employment and development. The 
more rapidly productivity is growing, the more readily widely-held 
expectations of rising living standards can be met and the more margin 
there will be for the absorption of higher money costs without increas- 
ing prices. But the rate of productivity growth can be influenced by 
our own policy decisions. First, there must be a high level of expendi- 
ture on research—basic and applied—and on education. These are the 
sources of the growth of knowledge and of skills from which increasing 
productivity derive. They also form a contribution to the quality of life 
itself. Secondly, we must as a nation, and in our businesses, be willing 
to spend heavily on capital equipment. It is this equipment which 
makes possible the application of new knowledge and technology and 
so produces the increasing productivity upon which rising living 
standards depend. But we must be willing to provide the resources for 
this capital expenditure by saving an adequate proportion of current 
income. Resources cannot be used both for capital development and for 
current consumption and if they are to be available for capital pur- 
poses, then we must individually and collectively abstain from spending 
on consumption a sufficient proportion of our income to ensure that 
resources are free to be taken up for development. The present level 
of saving almost certainly falls short of what is required to carry 
through capital development at the rate which the community desires 
without continuing danger of inflationary pressure. I believe that it is 
dangerous to leave the adequacy of saving to finance development to 
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chance or the uncertain influence of interest rates as we do at present. 
In this connection I have two positive suggestions to make which I 
believe would be worth examination. The first is that there should be 
general contributory superannuation supplementing the basic pensions 
at present provided. There seems good reason to believe that the great 
majority of people would be willing to contribute to such a scheme for 
the benefits it would confer to security in old age. But from an economic 
point of view, it would with the rising population which Australia can 
expect over the coming decades, produce net savings of very consider- 
able magnitude and so do much to make possible the speeding up of 
cur national development. 

A second possibility of a much more radical character is that the 
Government should accept responsibility for determining the propor- 
tion of our Gross National Product which should be devoted to develop- 
ment, public and private, and so modify its tax system to ensure ade- 
quate savings to provide the necessary resources. To this end it would 
need to allow savings to be regarded as a direct alternative to the 
payment of taxes except to the extent that they were required to 
finance the Government’s current expenditure. The degree to which it 
has become necessary to impose taxation to support adequate develop- 
ment expenditure is perhaps not widely realized. In 1958/59 public 
authority expenditure on works totalled £520 million, but the net 
increase in public indebtedness in that year was no more than £126 
million. 

Consideration might be given to taking out from the Budget 
proper, provision for capital expenditure and financing it from the 
proceeds of a development tax. As I envisage it, such a tax would 
nominally be designed to provide the funds to finance all forms of 
investment, public and private, and would: 


1. fall on income at appropriately graded rates to produce what- 
ever proportion of total incomes was judged necessary ; 

be subject to rebate of tax, either wholly or in part for net 
savings voluntarily made—net savings for this purpose being 
defined as net worth in the usual accounting sense but exclud- 
ing unrealized capital gains or losses. 


9 
ae 


The greater the volume of voluntary saving, the smaller would be the 
yield of the tax. Ideally, assuming that complete rebates were granted, 
the yield would be nil if citizens provided adequate savings by their 
own choice in forms acceptable to them. Such a tax would be capable 
of many variations—it is in itself a variation of the Expenditure Tax 
proposed by Nicholas Kaldor—but designed for somewhat different 
purposes. Like the Expenditure Tax it would almost certainly present 
great administrative difficulties and might on examination prove im- 
practicable. On the other hand, there are attractions about a form of 
taxation which offers certainty of adequate finance for development, 
public and private, which bears less heavily on those willing to save 
and which leaves the taxpayer with freedom to avoid the tax completely 
by saving voluntarily in ways which suit his own convenience. 
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Given a growing body of knowledge and technology and a high 
rate of capital investment, the means to a steadily rising standard of 
living should be at hand. In the interests of reasonably stable pur- 
chasing power of money it would be preferable if means could be 
found to raise living standards other than by the increase in wage 
rates. As I have said earlier, I believe that much can be done through 
the extension and development of free and subsidized services, of which 
education and medical services are illustrations, as well as by the 
improvement of the physical environment—our homes, our towns and 
cities. I personally would like to see a great extension of aid given to 
non-profit making bodies concerned with providing greater oppor- 
tunities for the enjoyment of and participation in sporting activities 
and artistic and cultural pursuits. These with greater leisure time can 
greatly enrich our lives. Within the industrial field itself there are a 
great variety of profit-sharing devices which I think merit the interest 
of employees and their representatives. Even in the field of money 
rewards I do not think we have exhausted the possibilities of the 
redistributive powers of government taxation and expenditure. A 
variation in tax scales which reduced the taxes falling on wage earners 
and their families or increases in money payments such as child 
endowment would be at least as valuable as and almost certainly more 
secure than an equivalent increase in wage rates. 

While the institutional and political changes I have described 
would help create conditions in which price stability would be easier to 
achieve, basically we must look to the changes in attitudes of indus- 
trialists and traders, of wage earners, and of-consumers, which I have 
urged in an earlier part of this paper. Fundamentally, prices rise 
because too many people wish them to rise and too few are anxious to 
resist. As an encouragement to your own change of heart in this 
matter, could I conclude by summarizing the conclusions my argument 
leads to? 


1. It does matter if prices continue to rise—the trend is a serious 
and growing threat to the health of our economy; if it con- 
tinues uninterrupted there is a grave danger that it will gather 
momentum from the efforts of people to protect themselves 
from its effects and cease to be merely a ‘‘creeping inflation’’. 
The tendency of prices to rise, even in times of mild recession, 
derives basically from attitudes of industrialists and traders, 
of wage earners and of consumers, which seem of doubtful 
validity even from the point of view of their own interests. 

3. Reasonable stability in the value of money can be achieved if 
we think it worthwhile—although it would be facilitated by 
some institutional changes designed to ensure a high rate of 
development backed by ample savings, and greater concen- 
tration on improvements in the standard of living by means 
other than money wage increases. 
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SOME REFLECTIONS ON INFLATION, PRODUCTIVITY 
AND GROWTH* 


Fifteen years ago it was believed that the leading problem of 
economic policy was the avoidance of mass unemployment. Govern- 
ments made formal declarations that the maintenance of full employ- 
ment was the prime objective of economic policy.1 The problems of 
price stability under a regime of full employment were recognized, 
but the full use of given resources was the preoccupation of public, 
politicians and economists alike.? Since 1945, the emphasis has radically 
changed. In the post-war advanced economy, whether it be Australia, 
the United Kingdom or the United States, mass unemployment seems 
as remote as famine. If the risk is still present, there is a general con- 
fidence that we have the knowledge and the weapons to prevent any 
spread of unemployment on a large scale. 

Indeed the fears of fifteen years ago have been quite reversed. 
Far from suffering from a deficiency in demand, we have suffered from 
an excess. It is the upper and not the lower end of the spectrum of 
economic activity, with which we have had to concern ourselves. If full 
employment was the fetish of the forties, it is price stability which has 
become the fetish of the fifties. At the same time as the problem of 
successfully employing given resources has diminished in importance, 
so an increasing emphasis has been placed on growth, expansion and 
development. The popularity of growth theory in the Schools of 
Economics in Western Universities cannot be solely attributed to a 
philanthropic interest in under-developed areas. On the contrary it has 
a real relevance in advanced economies where demands are pressing on 
resources and economic scarcity has regained its pre-eminence. Full 
employment with stable prices in an expanding economy is the port- 
manteau objective of policy. 

Today, I wish to consider several issues arising out of the pursuit 
of this triple-branched objective. What I have to say makes no pretence 
to any great originality, nor will it constitute a comprehensive treat- 
ment of the subject. But I am taking this opportunity to consider in 
some detail three questions which are, I believe, of general importance. 
They are: 


1. To what extent is price stability compatible with full em- 
ployment? 


2. To what extent is the rate of growth of the economy affected 
by the level of economic activity? 


3. To what extent can one specify precisely the objective of an 
expanding economy ? 


May I start by considering the notion of a state of full employment 
in an economy? By full employment, I mean a state of affairs in which 


* Presidential Address: Section G, A.N.Z.A.A.S., Perth, 25th August, 1959, 
All footnotes are at the end of the article. 
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there is neither a generalized excess of demand nor a generalized excess 
of capacity. In such a situation some sectors of the economy can expand 
relatively to the general trend without creating excess demands on 
resources in other sectors of the economy. Relatively excess demands in 
some sectors are offset by relatively deficient demands in others. This 
implies, of course, a certain degree of mobility of resources. Below full 
employment, we have under-full employment, where there is, taking 
sector with sector, a general deficiency of demand. Above full employ- 
ment, we have over-full employment, where there is a generalized excess 
of demand. 

The actual level of activity in an economy is determined by the 
state of aggregate demand, so that the position in which the economy 
actually finds itself in the activity-spectrum can be regarded as a 
function of aggregate demand. Full employment would, in the labour 
market, imply an approximate balancing of numbers of unfilled vacan- 
cies and readily transferable unemployed. The percentage of statistical 
unemployment at full employment would vary according to the degree 
of mobility of labour and the extent of transferability of skills, but 
these in themselves would not primarily depend on the level of aggre- 
gate demand. 

What should we expect to find happening in an economy in which 
there was a sufficient excess of aggregate demand to produce a state of 
over-full employment? This will depend on the institutional set-up, 
business conventions and so on. If prices and wages are flexible, we 
should expect to find them rising, with perhaps prices moving ahead of 
wages, so that relative profit margins incredse, and earnings moving 
ahead of nominal award wages. If prices and wages are rigid we should 
expect to find shortages of labour, shortages of goods, lengthening of 
order books, queuing of various kinds.‘ In some circumstances we might 
find evidence of all these things, but it is by no means necessary that 
we should. These observable phenomena can be said to be due to 
demand pressures. 

One of the possible consequences of demand pressures is rising 
prices. But rising prices may occur due to a quite distinct set of 
influences, which may be classed as cost pressures. It is clear enough 
that increases in overseas prices, increases in wages beyond productivity 
and the widening of profit margins can cause rises in prices independent 
of the level of activity.5 Cost pressures might produce a rise in wages 
without a rise in prices (and a consequent squeezing of profit margins) 
or they might produce a rise in prices without a rise in wages; but by 
and large they will produce increases in both prices and wages. 

Demand pressures and cost pressures are conceptually distinct, but 
they are likely to be interacting in fact. It is possible to imagine that 
rising wages and prices associated perhaps with a shift to profit in a 
state of under-full employment could give rise to demand pressures, 
through stimulating investment expenditures, although I suppose, 
that, in fact, this is unlikely. On the other hand the reverse case is 
probably the rule. Thus demand pressures will tend to increase wages, 
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either simply because of the state of demand for labour or because 
prior price increases influence wage claims on account of the cost-of- 
living, so that cost pressures will be induced by demand pressures 
and become inextricably mixed with them.® 

It should now be evident that to infer anything about the causes 
of rising prices from the fact that prices are rising is a dangerous pro- 
cedure. This is equally true of inferences drawn from the behaviour of 
profit margins or from the drift between earnings and nominal wages.’ 
Various forms of price-wage behaviour are, generally speaking, con- 
sistent with either demand or cost pressures. Indeed, it is not difficult 
to imagine a situation, where prices are conventionally determined in 
relation to costs, in which demand pressures themselves lead to a 
lengthening of order books without rises in prices, but in which demand 
pressures induce increases in wages which then raise prices. Prices 
would not have risen but for cost pressures, although the cost pressures 
are demand induced. 

In order to achieve price stability a necessary, although not a 
sufficient condition, is the removal of cost pressures. In a closed econ- 
omy, this implies that on the average money wages should move propor- 
tionately to increases in productivity (which would give cost stability) 
and that the degree of competitiveness in the economy should be such 
that on the average relative profit margins remain constant, or that the 
extent to which one of these factors behaves differently it should be 
offset by the other. If money wages are on the average to move with 
productivity this does not imply a uniform movement for all sectors of 
the economy ; if some rise faster, others must rise more slowly.’ But to 
the extent to which wages do move fairly uniformly, some prices must 
rise and some must fall. Incidentally, these conditions imply that aver- 
age real wages will also move with productivity. However, there are 
two sets of circumstances in which the above conditions will not produce 
price stability. If administered prices or indirect taxes are raised, it 
will be necessary for money wages to rise less than productivity in 
order to keep prices stable. 

In an open economy the situation is considerably more complex. 
Costs would include the prices of imports and of exportable goods 
which are used domestically but whose prices are determined externally. 
Consequently to achieve price stability, movements in money wages, 
over and above those related to productivity, would be necessary to 
offset movements of prices determined overseas. Thus wages would have 
to move proportionately to the movements in productivity modified by 
a ratio dependent on the movements of the prices of exports and 
imports. If overseas prices as a whole change, with no change in the 
terms of trade, exchange rate adjustments could eliminate the influence 
of movements in overseas prices. But if changes in the exchange rate 
were, for some reason, impossible, cost stability would have to be 
achieved by compensating movements in money wages. Thus if overseas 
prices rise money wages would have to fall relatively to domestic 
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productivity. Similarly if import prices alone rose or if export prices 
alone rose, money wages would have to fall relatively.!° 

Suppose that the conditions about money wages and the degree of 
competitiveness held, what would happen in a state of full employment 
in these circumstances? On the whole we would expect vacancies to 
just about balance unemployed, the average delay between orders and 
fulfilments to remain about constant, supplies by and large to balance 
demands. But there seems to be no reason to expect prices to rise. 
From the side of demand pressures, the customary belief that prices 
begin to rise before full employment is reached seems hard to justify. 
Some prices might rise, but some would fall and on the average the 
price level would remain about constant. In a state of over-full employ- 
ment, however, prices may in general rise, as businesses take advantage 
of buoyant market conditions, thus lengthening their profit margins in 
a given state of competitiveness. But this will depend very much on 
business institutions and conventions, and it seems not unreasonable 
to argue that in the modern economy, excess demand will have to be 
fairly substantial and a firm expectation of its continuance will have 
to be held before prices will in general rise. Order books will lengthen, 
labour and materials will become short but on the whole firms will be 
reluctant to raise prices. Of course, if as a result of demand pressures 
wages begin to rise faster than productivity, then prices will follow— 
but not as a direct result of the demand pressures themselves. 

My main contention here is that under the conditions which are 
quite likely to prevail in the modern economy price increases should 
generally be attributed to cost pressures, unless excess demand has been 
considerable and persistent. This does not mean that the level of activity 
is unimportant. Quite the reverse; over-full employment will be 
characterized by excess of vacancies, lengthening of order books and by 
wage and price rises resulting from demand-induced cost pressures. 
Under-full employment will be characterized by unemployment, under- 
employment within firms, elimination of back orders and so on. Under 
these circumstances the analysis of particular situations must look far 
deeper than merely at price and wage movements and unemployment 
percentages. 

Moreover this implies that full employment and stable prices are 
compatible objects of economic policy. Full employment itself does not 
imply that prices cannot be stable. Indeed, they may not be stable, but 
if they are rising at full employment, then, in principle, this can be 
attributed to cost pressures. From the point of view of economic policy 
this analysis has an important lesson and one which may have applica- 
tion to the situation in Australia and the United Kingdom over the past 
two or three years. The restraint of the general level of demand is an 
appropriate remedy for curing a state of over-full employment. It is 
not an appropriate remedy for curing cost pressures.!! No doubt a 
sufficient degree of restriction of demand could eliminate cost pressures, 
both by reducing the relative bargaining strength of the trade unions 
and by producing a crop of bankruptcies. But the cost of such a policy 
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in terms of unemployment and the retardation of economic growth 
might be very great. 

It can be argued that provided you are able to achieve full employ- 
ment, the fact that prices are rising moderately is not of great signi- 
ficance.!2 Leaving aside the consequences of demand pressures per se, 
the traditional argument in favour of price stability in a closed econ- 
omy rests on three points. First, there is the inequity imposed on 
persons whose money incomes lag behind the general movement. In 
itself this is, perhaps, not an overwhelming argument, since various 
devices ean be instituted to protect the weaker brethren. Secondly, price 
increases are bound to be accelerating. If wage-earners are continually 
seeking increases in real wages greater than productivity, the conse- 
quent price rises may merely induce bigger and bigger wage demands, 
resulting in a faster and faster spiral. Thirdly, all economic calcula- 
tions are expressed in terms of monetary units. If these are con- 
tinuously altering in real value, the reliability of prices and incomes 
as indicators for economic decisions, particularly investment decisions, 
is seriously upset. This is aggravated by conventional accounting tech- 
niques. On balance, I find these arguments persuasive and, subject to 
the qualifications discussed below, I should accept the importance of 
preventing one way trends in prices over time. 

In certain circumstances, shifts in the price level may be regarded 
as preferable to the steps necessary for the maintenance of its absolute 
stability.4 Thus, even in the case of a closed economy, a rise in admin- 
istered prices or indirect taxes, which implies a cut in money wages to 
keep prices stable, might be better permitted to raise prices.'5 If aver- 
age money wages were tied to productivity, prices would rise (or fall) 
whenever administered prices or indirect taxes rose (or fell) in their 
incidence. This can still be regarded as consistent with the absence of 
cost pressures, even though it does not produce absolute price stability. 
Nor will average real wages keep completely in step with productivity 
in this case. 

In an open economy in which the prices of foreign trade goods 
must be taken as given (such as Australia) and in which exchange 
rate adjustments cannot be made readily, the maintenance of internal 
price stability in the face of changing overseas prices might imply such 
shifts in income distribution as to be unacceptable. Consider the three 
eases of a uniform rise in both export and import prices, of a rise in 
import prices alone and of a rise in export prices alone. In the first 
ease there would be a shift of real income from wage-earners, to the 
producers of export goods sold at world prices. In the second case none 
of the deterioration in the terms of trade would be borne by the export 
sector. In the third case the whole improvement in the terms of trade 
would accrue to exporters, while wage-earners would actually suffer a 
loss in real income.!® Consequently it could be argued that the shifts in 
income distribution in these sorts of cases outweigh the advantages 
of price stability.” 
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The qualifications in the preceding paragraphs suggest that a 
distinction should be made between cost pressures which are internal to 
the economy and those which arise externally. Movements in overseas 
prices constitute the obvious elements in the latter category, but I shall 
for convenience include here also changes in administered prices and 
indirect taxes. Accordingly internal cost pressures are limited to those 
arising from movements in wages and profit margins. Since there is no 
reason for external cost pressures to be always one way, it can be 
argued that the elimination of internal pressures is the main pre- 
requisite for price stability. 

There would be no internal pressures in this sense, if average real 
wages moved with effective productivity, i.e. domestic productivity 
adjusted for changes in the terms of trade, and if a sufficient degree of 
competitiveness obtained in the economy to hold average relative profit 
margins constant. On the assumption that the exchange rate cannot 
be varied, such a relation would imply that money wages be varied 
with domestic productivity and export prices.1® The consequences for 
the internal price level can be illustrated by considering the three cases 
previously mentioned. In the case of a uniform rise in both export and 
import prices, money wages and hence prices would be raised, so that 
the old relationship between domestic and overseas prices would be 
restored. In the case of a rise in import prices alone, the rise in import 
prices would be permitted to enter into the domestic price level, while 
money wages would be unaffected. In the case of a rise in export prices 
alone, a sufficient rise in wages and prices would be brought about to 
spread the improvement in the terms of trade evenly over the economy. 

The relation between average real wages and effective productivity 
might have to be broken when exchange rate adjustments had to be 
made for balance of payments purposes, or when administered prices or 
indirect taxes were changed, since these might imply consequential 
shifts in tke level of real wages. Quite apart from these considerations, 
the variation of real wages with every fluctuation in effective produc- 
tivity would be undesirable, since sharp fluctuations in productivity 

(from seasonal causes) and in overseas prices do occur fairly fre- 
quently. Hence it is the trend value of effective productivity which is 
relevant. Accordingly, as far as money wages are concerned it is the 
trend values of domestic productivity and export prices to which 
attention should be paid.!9 

Having said all this, I wish to make it clear that I am not today 
advocating an automatic mechanism for the adjustment of wages. 
Indeed I do not think that there are any easy remedies for internal cost 
pressures.2° But basically it is a question of framing economic institu- 
tions and producing economic attitudes which will encourage an appro- 


priate concordance of wages and productivity?! and the flourishing of 
a sufficient degree of competitiveness.22 


So far I have concentrated on the first two branches of the triple- 
branched objective of: ‘‘full employment with stable prices in an 
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expanding economy’’. I now wish to consider the third branch, but, for 
the time being, only in relation to the first two. For this purpose I take 
the third branch to mean that the economy should be exhibiting as 
great a rate of increase in physical production as is possible, given the 
savings propensities of the various sectors of the economy. I shall 
come back later to the question of whether one can say anything useful 
as to just what these savings propensities ought to be. If we assume 
that the population is stationary or its rate of growth is given, the rate 
of increase of total production will be maximized when the rate of 
increase of productivity per worker engaged is maximized, provided 
that this maximization does not imply a progressive increase in the 
percentage of unemployed. I shall therefore concentrate on produc- 
tivity per worker in work. 

In this connection the critical question is whether the level of 
activity itself directly affects the rate of increase of productivity. I 
take it that we are here concerned with levels of activity within a 
relatively small range around full employment, say within +3 per cent 
of full employment. No particular significance should be attached to 
this figure, but it is used to indicate that I am not considering cases of 
substantial unemployment or substantial excess demand, where one 
could reasonably suppose that economic growth would be adversely 
affected and in any case where one could regard the objective of full 
employment and stable prices as over-riding. On this matter there are 
two clear views. One argues that full and over-full employment is 
deleterious to efficiency and that at —3 per cent of full employment, 
productivity would grow more rapidly than at +3 per cent. The other 
view argues that at the higher end of the range the encouragement to 
investment and innovation is greater and accordingly productivity 
would grow more rapidly at +3 per cent of full employment. On the 
first view a small element of slack in the economy gives it the where- 
withal to expand flexibly; on the second a small element of demand 
pressure draws out the additional effort for expansion.?% 

In order to analyse this problem it is necessary to set out the main 
influences affecting the rate of increase of productivity. There are four: 


(i) organizational efficiency within firms, 
(ii) allocative efficiency within the economy, 
(iii) innovation, 

(iv) investment. 


I shall now consider these in turn, asking what the effects will be on 
each of varying the level of economic activity between say, +3 per cent 
of full employment. In the first instance, I shall consider an ideal 
situation in which the relative level of activity is steady over time. 
Organizational efficiency within firms is taken to cover not only 
the direct efficiency of managers and workers at their jobs but also 
the general organization of the businesses. In a word all those devices to 
keep costs down with given resources—supervisory practices, cost con- 
trol and so on. The usual argument is that over-full employment, 
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bringing with it easy markets for both goods and labour, causes a 
reduction in the direct efficiency of workers and managers. Moreover 
shortages of labour and materials make the general organization of the 
firm less efficient. Granted that this may be so, this should be a once- 
and-for-all effect, unless efficiency in this sense progressively deterior- 
ates. There does not seem to be much evidence for this. Indeed there are 
the counter arguments that shortages encourage ingenuity directed 
towards overcoming them—getting by with less labour, avoiding un- 
necessary paper work, and that over-full employment reduces opposi- 
tion from the side of labour to innovations.*4 In any event there seems 
to be little reason why the rate of change of productivity due to these 
influences should be much affected by the level of activity, even if 
the absolute level of productivity might be somewhat lower for over- 
full employment than would otherwise be the ease. 

Allocative efficiency within the economy is in a somewhat different 
class. It is often forgotten that important contributions to productivity 
are made by the shifting pattern of resource use between firms and 
industries, as well as by higher productivity within firms. Indeed this 
is precisely what the theory of welfare economics is about. In an 
expanding economy this factor takes on an even more important aspect, 
as the allocation of increments of capital accumulation between differ- 
ent industries comes into question. An efficient allocation of resources 
requires mobility of resources and reliability of economic indicators. 
In this connection it is clear that something rather less than full 
employment rather than something rather more provides a favourable 
environment to the growth of productivity, although it must be recog- 
nized that this argument has less force in an economy with an expand- 
ing population than in one with a stationary population. Delays in 
obtaining materials, bottle-necks, the padding of order books, the fact 
that prices no longer reflect urgency of need, all militate against the 
efficient allocation of resources.”5 Nor is this likely to be a once-and-for- 
all influence, as it will prevent the receipt of the full benefits of innova- 
tion and investment. On the other side it may be said that restrictive 
practices are more likely at the lower end of the activity range,?® but 
this would be a once-and-for-all effect. 

Just how innovation and investment are likely to be affected is 
much more difficult to say. For my own part I do not see why, in a 
steadily expanding economy, innovation and investment should proceed 
at a very different rate under conditions of —3 per cent of full employ- 
ment than under conditions of +3 per cent. After all, steady expansion 
is very much a self-justifying act of faith.2? If investment has been 
undertaken in the past and has justified itself, we should not expect 
it to be much influenced in the future by the existence of a few per cent 
unemployed or the reverse.2* On the other hand, if over-full employ- 
ment encourages investment, it is likely to be self-defeating unless there 
is a sufficient shift in the income distribution to raise savings and 
make room for the additional investment. 
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I do not think that one can be dogmatic on this, but I feel that, 
on balance, the grounds for expecting productivity to grow rather more 
rapidly under a regime of something less than full employment are 
somewhat stronger than the grounds for expecting the reverse. This 
is strictly in the ideal situation where we are comparing steadily ex- 
panding economies. 

In the real world economies do not grow steadily but are subject 
even in this post-war world, to ups and downs of a quasi-cyclical nature. 
The problem which presents itself, then, is whether there is likely to 
be a gain to productivity, if the brakes are put on an upward expansion 
at over-full employment. Here one can be even less dogmatic than in 
the ideal case and one must argue that it will depend on circumstances. 
Suppose, for example, that an economy has been running above full 
employment and action is taken to restrain demand to bring activity 
down. This will immediately lead to total production being smaller than 
otherwise, but what of productivity? In modern industry a not incon- 
siderable fraction of the labour force is likely to be in the nature of 
an overhead, e.g. foremen, maintenance men, key workers, etc. More- 
over, if firms believe that the drop in activity is only temporary, there 
is likely to be a tendency to hoard labour. The difficulty in obtaining 
and holding workers which firms have experienced in the immediate 
past will encourage them to avoid sacking them. Under-employment 
within firms will then prevail and productivity per worker fall.2° This 
state of affairs is unlikely to persist for very long. If the economy is 
still expanding, although at a lower rate, the slack will be taken up 
within firms, even though unemployment may grow as the work force 
increases. If the economy is not expanding, sooner or later workers will 
be sacked. Productivity will then rise and its rate of increase per time 
period may well be higher than formerly, as the flexibility of the 
economy has improved. On the other hand, the fall in activity may 
adversely affect investment projects, unless these projects are based on 
long horizons. If the latter does hold, then some gain to the rate of 
increase of productivity may result.3° But it should not be forgotten 
that if, as in this case, demand is to be restrained to avoid over-full 
employment, the restraint should be applied in relation to an upwardly 
moving trend and not to a constant level of activity. If the latter were 
done, it would imply a level of employment falling through time 
relative to the level of full employment. 

What does all this suggest for economic policy? In principle one 
should aim first, at achieving a control over internal cost pressures and 
then, one could choose at which point within a small range about full 
employment to aim, depending on whether there is any significant rela- 
tion between the level of activity around full employment and the rate 
of growth of productivity. If it can be assumed that the rate of growth 
of productivity is greater a little below full employment then the choice 
will be between near full employment and full employment. The choice 
is not a clear-cut one, since the cost of the higher rate of growth of 
productivity is the small additional amount of unemployment and the 
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question arises whether the higher rate cannot be achieved in some other 
way, for example, by raising the rate of savings. 

In practice, until one can create the atmosphere necessary for the 
elimination of internal cost pressures one can aim only at those avenues 
to the policy objectives which are in the realm of practical possibility. 
These avenues appear to fall into three broad categories. We can place 
an over-riding emphasis on price stability and restrain aggregate 
demand to secure a level of activity sufficiently restricted to keep cost 
pressures down. There are those who argue that a tight monetary policy 
would so stiffen employers’ resistance to excessive wage demands that 
cost pressures would be greatly moderated without a significant degree 
of unemployment.*! I believe this unlikely. I have little doubt that the 
removal of cost pressures by such methods would involve a degree of 
unemployment, socially intolerable and politically unacceptable,®? and 
would moreover almost certainly inhibit expansion.®? Secondly, we can 
place our emphasis on full employment and expansion and permit 
demand to run at full or over-full employment. In this situation prices 
would be bound to rise, and there would be a considerable risk that the 
rise in prices would get out of hand and ultimately jeopardize expan- 
sion. When this is added to the effects on external economic relations, 
this seems to be an equally untenable approach as a long-term proposi- 
tion. Finally we can aim at full employment, recognizing that this will 
produce rising prices and consequently that it will be necessary to 
restrict demand from time to time to prevent the rise in prices from 
accelerating. This will involve a jerky go-stop-go type of development.*4 
Even during the ‘‘stop’’ phase it is unlikely that the rise in prices will 
be more than moderated, since the cost pressures built up during the 
preceding ‘‘go’’ phase will take some time to work themselves out. 
Moreover, in the ‘‘stop’’ phase, there may be a temporary check to the 
growth in productivity. In itself this will exert an upward pressure 
on costs and prices.*® However, the ‘‘stop’’ phase will check price move- 
ments and create some unemployment and uncertainty, which can be 
expected to be sufficient to prevent prices running away. 

This latter type of policy does, in fact, seem to have been the one 
which has emerged in the post-war world, certainly in Australia and 
the United Kingdom. But it has emerged through force of circum- 
stances, rather than as a result of conscious choice. However, two 
important qualifications in respect of such a policy are needed. In the 
first place, since as has been explained above, prices are likely to 
continue to rise somewhat in the ‘‘stop’’ phase and since restrictions 
of demand, unless excessive, are likely to be powerless in moderating 
cost pressures, there is little point in increasing the restraint on aggre- 
gate demand or maintaining it for too long in the ‘‘stop’’ phase. In 
the second place the maintenance of a given level of activity in an 
expanding economy implies a widening gap between this level and full 
employment. It follows that if the upward trend of the economy is 
ignored, an unnecessary degree of restraint will be imposed. Moreover 
in a world of ups and downs in economic activity the risk will be 
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incurred of upsetting the confidence of businessmen and hence inter- 
fering with developmental projects. It is of the first importance to 
inspire business with the faith that, in spite of stops and starts, the 
trend will be upwards, so that the ‘‘stop’’ phase will involve, at worst, 
postponement of expansion plans and not their abandonment. I should 
think that there is little doubt that full employment, stable prices and 
economic expansion are all aided by a lengthening of investment 
horizons. Length of horizon is very much a function of confidence and 
care should be taken not to inflict too great damage on this tender 
flower. In the last two or three years in both Australia and the United 
Kingdom these considerations seem to have been insufficiently in the 
minds of policy-makers and restraint on demand appears to have been 
maintained for too long and at an unnecessarily high degree. 

In the recent past a good deal of emphasis has been placed by 
policy-makers and economists on the necessity to operate on the level of 
aggregate demand. By and large the methods by which we can do this 
have been fairly thoroughly investigated. We know how to deal with 
massive deficiencies and excesses of aggregate demand, so that I, for 
one, have little fear of mass unemployment or the grosser forms of 
excess demand. But within this zone around about full employment we 
can act with much less certainty. In fact we just do not know in detail 
the reactions of the economy to policy actions within this zone. The 
debates which have raged recently in the United Kingdom demonstrate 
this.26 These reactions depend on the attitudes of consumers, business- 
men, trade unions and the like and the institutional framework within 
which these attitudes are moulded. Of these we know very little and to 
be dogmatic in our ignorance betrays scientific objectivity and misleads 
the public. One thing is clear—we do not know how to deal with internal 
cost pressures and we should examine more carefully methods of wage- 
determination and methods of avoiding restrictive practices among 
businessmen. In Australia, the former has always received some atten- 
tion, but consideration of the latter has been singularly lacking. 


I now wish to return to the triple branched objective of economic 
policy with which I started and to consider the meaning one ought to 
attach to the third branch, i.e. the notion of an expanding economy. The 
general objective of full employment with stable prices in an expand- 
ing economy is one about which there seems to be very considerable 
agreement on the part of public and politicians. The first two branches 
ean be defined with a high degree of precision. Reservations as to their 
desirability do occur if they are believed to be mutually inconsistent or 
inconsistent with some third objective ; for example, if full employment 
is thought to be unattainable without rising prices, or if stable prices 
are thought to militate against economic growth. These reservations are 
frequently concealed, but on the whole there is a strong consensus in 
favour of aiming at both, if both can be achieved. The third branch of 
the general objective, however, is never—indeed cannot be—defined 
precisely. Agreement as to its desirability is therefore limited to a 
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negative agreement—people are ‘‘against’’ stagnation, rather than 
‘‘for’’ a particular rate of growth, in much the same way as people 
are ‘‘against’’ inequality, rather than ‘‘for’’ any specified degree of 
equality. 

It is true that some speak of this objective of economic policy as if 
it were a relatively precise concept. Reference is made to aiming at ‘‘the 
maximum convenient rate of growth’’, or ‘‘full growth’’ or even ‘‘the 
optimum rate of growth’’.*7 In themselves these have only an appear- 
ance of precision, for usually no way, capable of practical computation, 
is given for determining the value of the rate of growth, and the 
assumptions which make a particular rate ‘‘the optimum”’ are seldom 
specified. Can we say anything which can add to precision in this 
matter ? 

In the first place it must be recognized that economic expansion 
can take two broad forms—population growth and rising productivity. 
These two are related, in that a greater population may enable the 
reaping of the economies of mass production, and a rising population 
may increase the flexibility and adaptability of the economy and give 
an impetus to innovation and technological improvement. It is true 
that one might aim at a rate of population growth which maximizes the 
rate of growth of productivity or some other indicator of economic 
welfare. But I do not wish to roam today in the more esoteric fields of 
welfare theory, where, in any case, the conclusions cannot be translated 
into practical directives.*8 I therefore, assume that population growth 
from natural increase is not much subject to the control of policy and 
that the control of the flow of migration is a political issue not much 
influenced by economic considerations. 

Assuming that population growth is given, in the above sense, the 
notion of an expanding economy must be interpreted in terms of the 
rate of growth of productivity. However, whether expansion comes 
from population or productivity, the cost in real terms is the consump- 
tion foregone to release resources for investment purposes, either to 
support the expanding population or to make possible the rising pro- 
ductivity. Many factors influence productivity, but the provision of a 
growing capital stock in industry, in education, in research and in 
public services of all kinds is undoubtedly the main one. 

Thus the question of the rate at which we ought to grow becomes 
the question of the savings ratio which we ought to achieve. The future 
gain of an increased and increasing flow of real consumption involves 
the present sacrifice of current consumption. Can these gains and 
sacrifices be balanced? Can any sense be attached to the notion of an 
optimum rate of savings, implying an optimum rate of growth? 

One can, on this matter, adopt an individualistic interpretation. 
Let the rate of capital accumulation be equated to that level of savings 
which people will voluntarily undertake when the economy is at full 
employment. People will then be freely choosing between present and 
future and the attainment of full employment will itself determine the 
appropriate rate of growth. It is hardly necessary to recount the 
objections to this procedure.*® The operation of time preference, due 
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both to the relative over-estimation of present as against future welfare 
—the ‘‘defective telescopic faculty’’ of the individual*°—and to the 
mortality of individual man, holds back the propensity to save of 
individuals for reasons largely irrelevant to a society which, unlike 
the individual, sees the future as the present and is immortal. The pro- 
ductivity of capital as seen by the private businessman and as infiuenc- 
ing his decisions, may be considerably lower than its social produc- 
tivity.41 The savings ratio for the whole economy is a function of 
income distribution, which itself may not be regarded as ‘‘ideal’’. It 
is, moreover, subject to modification by propaganda and government 
policy. The individualistic solution would produce a rate of growth 
which is optimum in a very restricted sense. 

An alternative approach is that of the welfare economists. In this 
approach, the object of the exercise is to maximize economic welfare 
(total utility) for the economy over time, and the time pattern of the 
rate of savings is determined to achieve this. Time preference can be 
ignored, as is proper under the circumstances, but it is necessary to 
assume that utilities can be added inter-personally and inter-tem- 
porally, that for individuals the marginal utility of real consumption 
diminishes with increasing real consumption and that the value of the 
marginal product of capital will fall to zero within a finite interval of 
time. The validity of adding utilities enjoyed by different persons is 
regarded by most economists as indefensible. If this is so, since tastes 
are bound to change over time, inter-temporal comparisons are even 
less defensible. Worse than this, the assumption that the marginal 
utility of an income of a certain amount is the same to an individual of 
the present generation as it will be to one of a future generation, cuts 
elean across the observed phenomenon of the expansibility of wants* 
—a phenomenon of which, we in Australia are particularly conscious 
at the present time. But the overwhelming objection to this whole pro- 
cedure is that whatever principle at which it arrives for determining 
the optimum rate of savings, it is not one which is capable of quantifica- 
tion even in a rough and ready way.** 

If one will not stomach the maximizing of utilities it may be felt 
that the simplest thing to do is to aim at maximizing the rate of growth 
of productivity. This will maximize the volume of real consumption 
itself, taken over time. This leads to a paradox. Since a present finite 
cut in consumption leads to an infinite stream of additional increments 
in the future, the maximization of consumption over time implies a 
savings ratio of 100 per cent. We must never consume anything so that 
we may for ever contemplate higher and higher standards of living—a 
sort of mutual life assurance company with no distribution of bonuses. 
Moreover, the case appears to be no different even if we assume an 
upper limit to the level of production in the future, due to the decline of 
the marginal productivity of capital to zero. In this ease we save every- 
thing now, so that the state of bliss may be reached the sooner, At 
least in this situation we would reach the state of bliss and not be 
forever chasing its mirage.*4 
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This paradox can be resolved, however, if we assume that produc- 
tivity is itself a function of the level of consumption. People must be 
fed and housed before they can work. More than that, their vitality and 
keenness for work is powerfully influenced by the level of consumption 
available to them. If we knew this functional relationship and the 
relationship between capital accumulation and productivity, we could 
then ascertain the time pattern of the savings ratio which would maxi- 
mize consumption over time. But we would be assuming that a pound’s 
worth of consumption stands for the same whether it is available to the 
poor or the rich, to the born or the unborn. It seems possible that this 
sort of principle lies behind, or is a rationalization of, the investment 
programmes of the planned economies of Eastern Europe and China. 

If anything emerges from this discussion, it is that one cannot 
hope to be precise about the objective of an expanding economy. Cer- 
tainly one should not speak of this objective in terms which suggest 
precision. Moreover, even if one does specify a figure, one cannot hope 
for general agreement on it. There is no optimum rate based on prin- 
ciples which would be regarded as generally acceptable. But in the kind 
of economy in which we live, it is likely that plans for expansion will 
be more modest than they would be if each individual regarded the 
lives of future generations as the extension of his own life and viewed 
the future as if it were the present.** There is thus a prima facie case 
for making the savings ratio as large as practically possible, or 
politically feasible. No doubt the more precise objectives of economic 
policy will tend to be given priority over expansion, simply because 
they are more precise and their non-attainment can be measured in 
concrete terms (so many unemployed, such and such a rise in prices) 
whereas the benefits of expansion are ill-defined or remotely felt. We 
shall thus be tempted to argue for the maximum feasible rate of growth 
consistent with other objectives. However, when we do argue this, we 
should be conscious that this is not a clear, unambiguous directive, since 
there is not a simple dichotomy of success or failure in attaining econ- 
omic objectives. Economic targets are approached more or less closely 
and there must always remain the choice of approaching one more 
closely at the expense of approaching a second less closely. Some 
ambiguity on this question of rate growth is inherent in the question 
itself.47 

Nevertheless it is not out of order to point out that a few more 
per cent of consumption foregone now, may so raise the rate of growth 
of productivity that in the quite near future the level of consumption 
will be higher than it would otherwise have been and growing at a 
faster rate.4* It follows that many of the benefits will in fact be enjoyed 
by the present generation. The community should be apprised of the 
benefits to be derived from the growth of productivity. People are well 
enough aware of the costs of saving more and paying more taxation. 
But they are not reminded often enough and graphically enough, of 
the benefits of putting by for the future in real terms—not only more 
factories to turn out washing machines and television receivers, but 
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more and better hospitals and schools, roads and parks, art galleries 
and museums. The cost in the present, in a wealthy country, is only 
small, the benefits stretching into the future are infinite. A community 
so informed, may well demand a policy which in aiming at a level of 
full employment imparts some bias in favour of capital accumulation, 
private and social. 

It is, indeed, impossible to quantify the notion of an expanding 
economy, but if there is a general agreement about the position of the 
goal in its broadest sense, it is surely better to aim in the general 
direction than merely to let things look after themselves. In Australia 
over the past decade when restraint in aggregate demand has been 
deemed necessary, the cut-back has usually been public investment, 
private investment and personal consumption in that order. The growth 
of the economy has thus tended to be a residual objective. Surely it is 
time to place it on the same footing as the other major objectives of 
economic policy. 

P. H. KARMEL 
University of Adelaide. 


1. See, for example: Commonwealth of Australia, Full Employment in Aus- 
iralia (Government Printer, Canberra, 1945) ; United States of America, Employ- 
— Act of 1946; United Kingdom, Employment Policy (H.M.S.O. 1944 Cmd. 
6527). 


2. Thus, the official Australian paper on full employment (op. ci#.) was 
almost wholly concerned with methods for securing the full employment of available 
resources. Some reference to the dangers of excess demand and price instability 
can be found in paras. 29 and 51-2, but methods for dealing with these dangers are 
not discussed. A brief discussion of the consequences of full employment on the 
flexibility and efficiency of resources appears in paras. 55, 64 and 67. But, although 
rising living standards are seen as a by-product of full employment (para. 27), the 
rate of expansion of the economy does not appear to be regarded as an explicit 
policy issue. 

3. See J. C. R. Dow and L. A. Dicks-Mireaux, “The Excess Demand for 
Labour”, Oxford Economic Papers, February 1958, pp. 1-8. 
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(Macmillan, 1958), especially p. 105. 
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616-7; T. Balogh, “Productivity and Inflation’, Oxford Economic Papers, June 
1958, p. 239; G. D. N. Worswick, “Prices, Productivity and Incomes”, Oxford 
Economic Papers, October 1955, p. 242; G. W. Maynard, “Import Prices and 
Inflation: United Kingdom 1950-2”, Oxford Economic Papers, October 1955, 
p. 242. It should be pointed out that it is sometimes argued that cost pressures 
cannot occur without prior demand pressures. See, for example, P. J. D. Wiles, 
Price, Cost and Output (Blackwell, 1956), p. 66. Professor F. W. Paish also seems 
to hold this view (see F. W. Paish, “Inflation in the United Kingdom, 1948-1957”, 
Economica, May 1958, p. 95). The arguments usually depend on assumptions about 
the supply of money. But even if the supply is inelastic, the velocity of circulation 
appears, in fact, to be rather flexible. 


_ 6 See J. C. R. Dow, op. cit., and “Analysis of the Generation of Price Infla- 
tion”, Oxford Economic Papers, September 1956, p. 252. 


_ ._ 7. Thus suppose that we have an index of nominal award wages and an 

index of average earnings. If over a period the latter index rises more than the 

former this might be due to demand pressures, but it could also be due to the 
c 
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effects of increased productivity on piece-earnings, or to wage agreements on a 
factory basis which do not appear jin the nominal award index. On the other hand 
if the two indexes move parallel, this could be due to demand pressures, if award 
wages are subject to rapid revisions, although in fact this is perhaps unlikely, 
The existence of a drift between award wages and earnings cannot be taken as 
evidence of demand pressures, even if its absence strongly suggests prima facie 
evidence of cost pressures. See also, H. F. Lydall, “Inflation and the Earnings Gap”, 
Bulletin of the Oxford University Institute of Statistics, August 1958, p. 289; J. C. 
R. Dow and L. A. Dicks-Mireaux, “Price Stability and the Policy of Deflation”, 
National Institute Economic Review, May 1959, p. 20. 


8. If movements in wages are to be geared to movements in average produc- 
tivity, relative wage movements in individual industries will depend upon relative 
productivity changes, relative mobility of labour, price elasticities of substitution 
between products of the individual industries and income-elasticies for the products. 
See K. Lancaster, “Productivity-Geared Wage Policies”, Economica, August 1958, 
p. 199, and May 1959, p. 156. 


9. This ratio is derived as follows: 
We must first distinguish between domestic productivity per worker and effective 
productivity, i.e. domestic productivity adjusted for changes in the terms of trade. 
Let yor be gross domestic product in year ¢ at year o prices, 
€ot be exports in year ¢ at year o export prices, 
Y: = €or/Vor be ratio of exports to gross national product in year ¢ at year o 


prices, and . . , ; 
Ect and Mo: be indexes of export and import prices in year ¢ with base, 
period o = 1. 


Then gross domestic product in year ¢ at year o prices, adjusted for the terms of 
trade will be given by 


Cot Eat 
Vot Cot a ‘ Me 
ie. Yor 1 +7 os - 1)] 
It follows that if Do: be the index of domestic productivity per worker, with base, 
period o = 1, the index of effective productivity per worker will be given by 
Ect 
Dalit m(ne, —1)] - 
a 


Let Wot be an index of money wages, with base, period o = 1, and @ and 8 be the 
relative shares in total costs of exportables and imports in period 0, so that 
1 — a-—f is the share of non-export industry wages. Then, assuming that export- 
ables and imports used per worker varies with domestic productivity per worker 
and making allowance for the changed volume of imports associated with changes 
in the terms of trade, costs in period ¢ will be given by the index: 


(1—a—B) Wor+4Dor Eot +8Dot Mor Ect 


Mor 
Da [1+m (in, ~1)] 
For cost stability we require this to be unity, i.e. : 
Eot 
Wom de [it% (ie, 1-40 Ba] 

. ’ i a, 

Provided relative profit margins are constant, this will give price stability. 

10. This follows from the formula in footnote 9. 

11. Compare: R. F. Harrod, op. cit., p. xii; J. C. R. Dow, Orford Economic 
Papers, September 1956, loc. cit., p. 296; T. Balogh, op. cit., p. 239; G. D. N. 
Worswick, op. cit., p. 248; C. R. Ross, “Price Stability in the United Kingdom”, 
Bulletin of the Oxford University Institute of Statistics, August 1958, p. 272. 

12. See J. M. Clark, “Criteria of Sound Wage Adjustment”, in The Impact of 
the Union, ed. D. McC. Wright (Harcourt, Brace, 1951), pp. 24-25. 

13. Compare: Council on Prices, Productivity and Incomes (Cohen Council), 


First Report (H.M.S.O., February 1958), paras. 94-102; J. E. Meade, The Control 
of Inflation (C.U.P., 1958), pp. 6-10. 
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14. This is clearly recognized by the Council on Productivity, Prices and 
Incomes, First Report, paras. 104-107. See also J. E. Meade, op. cit., pp. 17-19. 


15. Compare Council on Prices, Productivity and Incomes, First Report, 
paras. 106-107. 


16. If money wages are adjusted to keep prices stable, movements in real 
wages will be the same as movements in money wages, movements in real profits 
will be the same as movements in aggregate money costs (provided relative profit 
margins are constant), and movements in real export sector incomes will be given 
by the product of movements in domestic productivity and export prices (provided 
productivity in the export sector moves with domestic productivity as a whole). 
Thus, given the above provisos, we will have for the movement in real wages, real 
profits and real export sector incomes, respectively : 

Real wages: 
Dis 1+% a —1)- (a+ 8) Eot 


7 s—7 


ba fie (a) 


Real export sector incomes : 
Dot Eot 

Consider the three cases referred to in the text: 

(i) Dee =1, Eot=Mer>1. 
Here we will have real wages down, real profits unchanged and real export sector 
incomes up. 

(ii) Do = i ® Eu: = 1, Mer eo if 
Here we have real wages down, real profits down and real export sector incomes 
unchanged. 

(iii) Doe =1, Eos >1, Mor = 1. 
Here we have real wages down (since 2+ 8 > ¥ by definition of a, 8 and y), real 
profits up and real export sector incomes up. 





Real profits : 





17. The consequences of changing overseas prices can, of course, be reduced, 
by price-stabilization schemes. 


18. Referring back to footnote 9, we should require 
Wer - = 2 —B) Wor + (@+8) Dot Et _ py [1 ro (f+ wl 1) | 
Dot [t+ (Get —1) | Mu 
Mes 
i.e. W ot = Dot Ect 


This simple rule for the variation of money wages ensures that average real wages 
would vary with effective productivity. 

Moreover, since this rule also ensures that money incomes of the export 
sector, money profits and money wages would all vary in the same way, average 
real incomes of the export sector and average real profits would vary with effective 
productivity. Hence the distribution of income between these sectors would remain 
unchanged. 

_ _It may be of interest to point out that if the above rule were followed, changes 
in the price level would be given by 
Eoe 


Bot 
1+%7 ( Ma 1 ) 
If exchange rate adjustments are possible, then money wages and the exchange rate 
can be varied simultaneously, in such a way that real wages vary with effective 
productivity and the price level remains constant. This possibility is taken into 
account by attaching an index R.: to Eos and Mo+, which measures variations in 
the exchange rate, with base, period 0 = 1. 
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Then we should have for changes in the price level: 
Eus Ret 


Eat eo ) 
! + ie a 1 
For the price level to be stable, we should require 


on a ss 


Hence for changes in money wages, such that real wages would vary with effective 
productivity, we should require 


Wea = Des Eos Res 
= ba frm Gt 1) | 


This would also ensure that the distribution of income between the three main 
sectors would remain unchanged. Of course, the exchange rate adjustments necessary 
to procure price stability may be quite inappropriate from the point of view of 
balance of payments equilibrium. 


19. The notion of tying average real wages to effective productivity is not 
new. But recently it has been argued in detail and with great force by E. A. Russell, 
in his Statement of Evidence to the Commonwealth Conciliation and Arbitration 
Commission in the matter of the 1959 Basic Wage Case. The preceding four 
paragraphs are based on Mr. Russell’s analysis and I wish to acknowledge my 
great indebtedness to him, although the use of these ideas in this context and the 
development of the formulae are my own responsibility. See also J. E. Meade 
and E. A. Russell, “Wage Rates, the Cost of Living and the Balance of Payments”, 
Economic Record, April 1957, p. 23. 


20. Various schemes have been suggested. See, for example, J. E. Meade, 
op. cit., pp. 49-51; T. Balogh, op. cit., pp. 240-244; G. D. N. Worswick, op. cit., 
pp. 257-262; C. R. Ross, op. cit., pp. 279-283; R. F. Harrod, op. cit., pp. 235-253. 
From the point of view of practical application none of these schemes is altogether 
convincing. It is perhaps expecting too much that they should be. See also, Council 
yA ge Productivity and Incomes, Third Report (H.M.S.O., July 1959), paras. 
123-128. 

21. It should be noted that tying wages to productivity implies the maintenance 
of the initial distribution of national income. The question of what this distribution 
ought to be is a separate issue. In any case it is doubtful whether in a free market 
economy the before tax distribution can be much affected by policy manipulation. 


22. The importance of the degree of competitiveness can be illustrated by 
considering the following cases: (i) Suppose all wages move uniformly with aver- 
age productivity. Then, the prices of goods produced by industries subject to rela- 
tively small increases in productivity will rise. If prices in the industries in which 
productivity has increased by more than the average are rigid, profit margins in 
those industries will lengthen and prices on the average for the whole economy will 
rise. Compare Council on Prices, Productivity and Income, Second Report, paras. 
115-120. (ii) Suppose, although productivity has been increasing, money wages have 
remained constant for several years. To the extent to which prices are rigid, profit 
margins will lengthen. If, then, there is a substantial rise in money wages to 
“catch up”, it may be almost inevitable that this increase will be to a large degree 
passed on, so that prices rise. This suggests that if wages are to be varied with 
productivity, they should be varied fairly frequently. Since it is difficult to assess 
accurately changes in productivity for individual years, there may be something to 
be said, other things being equal, for varying wages at a steady rate per annum, 
based on the average rate of increase of productivity over time. 


23. On the first view, compare F. W. Paish, op. cit., p. 105. After conceding 
that the immediate effect of some restraint in demand may be a fall in output, 
Professor Paish concludes that “. . . in the longer run it is believed that the effect 
may be to accelerate rather than slow down the rise in production, for the loss of a 
small number of high-cost working-hours is likely to be more than made up by the 
increased incentive to labour economy and other forms of efficiency induced by 
more competitive conditions”. See also Council on Prices, Productivity and Incomes, 
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First Report, para. 117, and Lionel Robbins, “Thoughts 01 the Crisis”, Lloyds Bank 
Review, April 1958, p. 22. 

On the second view, compare G. D. N. Worswick, op. cit., p. 262: “To hold 
production back substantially below our capacity would entail not merely a once- 
and-for-all loss of output, but would very probably reduce the rate of increase of 
productivity. Industrialists will not invest with any confidence if capacity is under- 
utilized.” See also C. R. Ross, op. cit., pp. 272-4, and T. Balogh, op. cit., p. 239. 


24. Compare T. Balogh, op. cit., p. 231; G. D. N. Worswick, op. cit., p. 248; 
C. R. Ross, of. cit., pp. 273-4. 


25. Compare R. F. Harrod, op. cit., pp. 96-7; Council on Prices, Productivity 
and Incomes, First Report, op. cit., paras. 117 and 146. 


26. See Council on Prices, Productivity and Incomes, First Report, para. 118; 
C. R. Ross, op. cit., p. 273. 


27. It is interesting to note in this connection that in the Harrod-type model of 
steady growth (see R. F. Harrod, Towards a Dynamic Economics (Macmillan, 
1949), pp. 77-85), no explicit reference is made to the level of economic activity. 
When the economy is on the path of warranted growth, investment is apparently 
induced and justified by the relative expansion of the economy. The views expressed 
in the paragraph in the text are consistent with this theoretical scheme. 

28. The argument, for example, that the risks of innovation are reduced under 
conditions of high activity (see C. R. Ross, op. cit., p. 273) depends for its validity 
on the continuous expansion of demand rather than on the absolute level of economic 
activity. 

29. Compare R. F. Harrod, op. cit., p. 106; H. F. Lydall, op. cit., p. 289; 
Council on Prices, Productivity and Incomes, Third Report, para. 114. 

30. This situation may be characterized by the following diagram, drawn on 
a semi-logarithmic scale: 


Log. of B 


Total A 


Production 








e Time 


Line A represents the growth of the economy running at above full employment. 
At time T demand is restrained. Production falls and then ultimately resumes its 
upward trend along line B, but at a greater rate than formerly. 


31. For example, see Lionel Robbins, of. cit., p. 23; Council on Prices, Pro- 
ductivity and Incomes, First Report, para. 137. 

32. Recent work suggests that percentage of unemployment necessary to 
procure stability of prices may be smaller than was commonly thought. Thus 
J. Ascheim, “Price-Level Stability at Full Employment”, Oxford Economic Papers, 
October 1955, p. 270, suggests that the figure for the United States is perhaps about 
3 per cent, and A. W. Phillips, “The Relation between Unemployment and the 
Rate of Change of Money Wages in the United Kingdom, 1861-1957”, Economica, 
November 1958, p. 299, suggests that for the United Kingdom the figure may be a 
little under 24 per cent. However, these rather low figures have to be reconciled 
with the general experience referred to in the Economic Survey of Europe in 1955 
(U.N., Geneva, 1956), p. 67, namely that “money wages seem on the whole to rise 
as fast in systems in which there is slack as they do with levels of virtually full 
employment, although there is clearly some connection between the level of employ- 
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ment and the rate at which wages rise”. See also op. cit., p. 160, and Economic 
Survey of Europe, 1956 (U.N., Geneva, 1957), Ch. II, pp. 15-16. Also compare 
C. R. Ross, op. cit., p. 274; R. F. Harrod, op. cit., pp. xii, 211; T. Balogh, op. cit., 
p. 231; G. D. N. Worswick, op. cit., p. 256; J. Tobin, “Monetary Restriction and 
Direct Controls”, Review of Economics and Statistics, August 1951, p. 197 


33. “. .. there is a serious risk that the reduction in demand and employment 
necessary to achieve price stability would have to be sufficiently great to cause 
serious and undesirable repercussions on our whole economic progress in the longer 
term.” C. R. Ross, of. cit., p. 266. See also, footnote 11. 


34. Compare H. W. Arndt, “The Australian Economy, September 1957”, 
Economic Record, December 1957, pp. 290-1. 


35. See J. C. R. Dow and L. A. Dicks-Mireaux, National Institute Economic 
Review, May 1959, loc. cit., p. 20. 


36. See works of Balogh, Dow, Harrod, Meade, Paish, Robbins, Ross and 
Worswick, referred to in previous footnotes. 


37. Thus R. I. Downing in National Superannuation—Means Test or Contri- 
butions? (Joseph Fisher Lecture in Commerce, University of Adelaide, 1958) writes: 
“If... the community ensures through its general economic policy . . . that it has 
always full employment and an optimum allocation of resources between consump- 
tion and investment, the rate of growth of productivity will in any case also be 
optimum” (p. 12). Compare also R. F. Harrod, op. cit., who writes of “running the 
economy at near full employment and the maximum convenient rate of growth” 
(p. 191) ; of “full employment and full growth” (p. 211) ; and of “the maintenance 
of demand at a level that ensures comfortably full employment and the steady 
“ae : output in accordance with the potential of the economy” (p. 231). 


e J. E. Meade, The Theory of International Economic Policy (O.U.P., 
1955)" VoL mi pp. 82-93. 


39. T. Scitovsky, Welfare and Competition (Allen and Unwin, 1952), pp. 216- 
226, and I. M. D. Little, A Critique of Welfare Economics (Oxford University 
Press, 1957), pp. 146-149, contain an analysis of the problem from the individualistic 
point of view and set out some of the limitations of that point of view. 


40. A. C. Pigou, The Economics of Welfare (4th edition) (Macmillan, 1938), 
pp. 24-26. 


41. See J. E. Meade, op. cit., p. 100. 


42. See W. A. Lewis, The Theory of Economic Growth (Allen and Unwin, 
1955), p. 31. 


43. This is the approach of J. E. Meade, op. cit., pp. 93-101, following F. B. 
Ramsay, “A Mathematical Theory of Saving”, Economic Journal, December 1928, 
p. 542. Meade assumes (i) diminishing marginal utility of consumption, (ii) absence 
of time-preference and (iii) that the value of the marginal product of capital will 
fall to zero, i.e. a state of glut will be reached, within a finite interval of time. 
Meade concludes that the rate of savings should be iricreased so long as “the present 
rate of savings (e.g. amount saved per day) multiplied by the present marginal 
utility of income is less than the excess of the rate of total utility (e.g. total welfare 
per day) which will be enjoyed by, the community in a state of glut over the rate 
of total utility which it enjoys in present conditions” (op. cit., p. 96). J. Tinbergen, 
“The Optimum Rate of Saving”, Economic Journal, December 1956, p. 603, while 
also aiming at maximizing total welfare over time does not make Meade’s third 


assumption, but he finds it necessary to introduce time-preference in order to obtain 
a solution. 


44. Consider a simple model of exponential growth of the Harrod type: 
s 
C: = (1—s) Y.ev! 


where C; is consumption at time f, 
s is the fraction of income saved and is a constant, 
v is the capital-income coefficient and is a constant, and 
Y. is production at initial time t = o. 


The diagram on next page shows two curves of consumption, for given Y. and 
v, and for s’ and s”, where s” > s’. 
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It is obvious that total consumption over time will be greater for s = s” than 
for s=s’ and it follows that total consumption over time will be greater the 
nearer s is to 1. 

Now suppose that there is an upper limit to production, given by \ Yo where 
\> 1. The curve of consumption will then be the solid line in the diagram below. 
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t 


Saving will cease to be “productive” at time to, and the maximization of con- 
sumption over time will be given by determining s for given Y. and v such that the 
shaded area will be minimized. The shaded area is: 

s 


? to 
siete’ 0 (I=) Y.ev' dt 


s 
where t. is given by (1 —s) Yo ev te — (l—s)AY. 
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This reduces to: 

Y. [Pi (A) +u a-1| 
where f (A) =A loge A—A+1. 
Now f (A) =o for \= 1 
and f’(A) = log. A, which is > o,for\ > 1 
so that f (A) >o0, for A >1. 
It follows that 


y. [2 FW +e @—-) 
will be smallest when s is as great as possible, i.e. when s = 1. 


45. See B. Horvat, “The Optimum Rate of Investment”, Economic Journal, 
December 1958, p. 747. 


46. Compare Council on Prices, Productivity and Income, First Report, 
para. 122: “We know of no grounds on which it can be categorically pronounced 
that this proportion (i.e. the ratio of investment to income) ... is ‘too small’ or 
‘too great’, but we are prepared to endorse what we take to be the general view, 
that it will be desirable that it should be somewhat increased over the next decade, 
provided that the saving required to implement the increase can be obtained in 
ways _— do not do violence to the stability of the currency”, and Third Report, 
para. 91. 

Also, Economic Survey of Europe in 1955, op. cit., p. 66: “The question is 
how the balance is struck between current sacrifice, if any, and future gain. Ideally 
a government endeavouring to achieve a high rate of investment would try, in the 
light of such estimates as could be made of the relevant factors, to steer a middle 
comet between sacrificing too much and sacrificing too little for the benefit of the 
uture.” 


47. This is evident, for example, in the statement by Sir Douglas Copland, 
who has been the most consistent and courageous advocate of rapid economic 
development for Australia in the post-war period, that: “The issue is to ensure 
that policy measures will not impose obstacles in the path to progress by an excessive 
devotion to stability as the supreme objective of statécraft, but rather will seek to 
reduce the degree of instability to a minimum, whilst preserving the maximum 
rate of expansion consistent with the resources available at home and abroad.” 
(“The Australian Economy: A New Look”, Economic Record, August 1957, 
p. 143.) 


48. Using the notation of footnote 44, consider an economy growing from an 
initial level of production Y., at time t = 0, with a savings ratio of s* and compare 
it with a similar economy with a savings ratio of s’, where s” > s’. The absolute 
level of consumption will be the same in both cases at time ¢t, where ¢ is given by 


s”? 


; # 
(1 —s”) ev ‘= (l—s) ew! 





i.e. where 
ee eee wf 
fmf "i # 
— eee 
as “S*1_y—as 
With v = 4 per annum, we have, for ¢ in years 
* 0-05 0-10 0-15 
Ct i 
- >: ——EEE —_ — 
0-01 4:22 4:73 5:36 
0-05 4-33 4-85 5-52 
0-10 4-45 5-01 5-72 


From the formula, it can be seen that the period of “catch up” is directly 
proportional to v, so that the period can be readily calculated for other values 
of v. In general the period of “catch up” is quite small, except for large values of v. 
See also B. Horvat, op. cit., p. 759. 
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INFLATION IN THE UNITED KINGDOM! 


Most Australians, though not all, seem to have a robust attitude 
towards inflation—an attitude with which I have some sympathy. They 
think it does not matter too much provided it is not too rapid. Growth, 
full employment and high output are more important than price 
stability. There are, however, other countries, including some important 
customers of Australia, where people appear to think differently. 
Whether they are right or wrong I have no time to discuss, but it is 
a sociological fact that has to be reckoned with. 

One of these countries is, I think, the United Kingdom, where I 
believe that both major political parties take inflation seriously. A 
couple of years ago the British Government decided to take drastic 
action to stop it and so did several other governments at about the 
same time. They largely sueceeded—at least for the time being—but 
only at the expense of considerable loss of employment, output and 
growth; and the resulting stagnation had a good deal to do with the 
fall in world commodity prices which Australians know all about. 

Recovery is now well under way in the industrial nations, but the 
64,000 dollar question is whether this will bring on a renewed threat 
of inflation which leads governments once more to clamp down on 
demand, thereby nipping recovery in the bud while there are still 
plenty of unused resources. This seems to be an important question 
both for the countries directly concerned and for other countries, 
including Australia. 

There really are two questions. First, will it prove possible in 
future to have full employment without inflation? Some might answer 
‘‘ves’’ on the grounds that inflation since the war has been caused, 
not by full but by overfull employment, and by certain special factors, 
which it is hoped will not recur, arising out of the second world war 
and the Korean war. The second question is whether, if this proves 
over-optimistic (as I personally fear it will), a way can nevertheless 
be found of reconciling full employment with price stability through 
some ehanges in our economic and political organization, for example 
in the field of wage negotiations. 

There was a good deal of heated controversy in Britain in 1957 
and 1958 about the rather drastic measures taken by the Government 
to restrict demand. This controversy reflected in part different social 
and political attitudes on the relative importance of price stability on 
the one hand and of high employment, output and growth on the 
other. But it also reflected different views on economic relationships: 
on for example how sensitive prices are, in a country like Britain, to 
demand and to deflationary policies, and on the related but distinct 
question of how much if any sacrifice of employment, output and 
growth is necessary to stop inflation. 

1. This is a lecture given in Australia in September and October, 1959, 
References have been kept to a minimum, 
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The controversy was so heated partly because surprisingly little 
careful work had been done on these matters so that protagonists on 
both sides were able to throw rather dubious statistics and arguments 
into the ring. In the last few years, however, more careful work has 
been done, and a good deal more has been started, so that in a few years 
time I am hopeful that we may know much more about the economic 
relationships involved—and not only because of the research now in 
progress but also because the events of the next few years seem likely 
to be revealing. 

I propose in this talk to say something about the work that has 
been done and the controversies we have been having—of necessity in 
a highly simplified form because my time is so limited. I do not know 
whether any of this will be directly relevant to Australian problems but 
I hope that some of it may be. So far most of the work that has yielded 
interesting results has been based on statistics—of prices, wages, un- 
employment and so on—for Britain as a whole. Some work has also 
been done, and more started, on case studies of particular industries 
and firms, and on the institutional background of wage negotiations, 
price fixing, etc., but so far these studies have not, I believe, yielded 
very useful general results. 


II 


The figures show some of the basic information used. Fig. 1 
merely shows the well known history of retail prices in Britain since 
1914, including the continuous, quarter-of-a-century rise since the 
mid-1930’s that has got people so worried. 

Fig. 2 shows in more detail the rise in retail prices since the 
second world war and also the course of wage rates and import prices. 
A study of the diagram shows that the pace of inflation has varied—it 
has gone in waves—and these variations form the basis of a good many 
of the statistical inquiries. 


1. Until the summer of 1947 (I shall refer throughout to Northern 
Hemisphere seasons) the curve of retail prices suggests virtual stabil- 
ity. 1 have, however, used the official index which was ‘‘phoney’’; the 
true cost of living rose significantly. 

2. There was then a sharp rise until the spring of 1948. This was 
partly because the government introduced a more accurate index but 
mainly because it placed a ceiling on food subsidies and stopped stabil- 
izing the index. The rapid rise in import prices during 1947—the result 
of world shortages and the abandonment of controls in the U.S.—was 
thus bound, after a time, to work its way through to the cost of living. 


3. There followed a couple of years or so of comparative stability 
in retail prices. This was the period of Sir Stafford Cripps’ ‘‘wage 
freeze’’ which was helped by the relative stability of import prices in 
1948 and 1949, the result in part of a recession in the U.S. 


4. The ‘‘wage freeze’’ broke down in the autumn of 1950. Wages 
went up sharply and there was a rapid rise in retail prices again, the 
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whole process being stimulated by the jump in import prices resulting 


from recovery in the U.S., the devaluation of sterling and, later, the 
Korean war. 


5. This sharp inflation gave way once more to a period of more 
gently rising retail prices which lasted until the spring of 1954. Two 
important reasons were the fall in import prices after the Korean boom 
broke, and the recession and rising unemployment in Britain in 1952 
which weakened the bargaining power of the trade unions and slowed 
down the rise in wages. This period is rather uncomfortably like the 
period of comparative price stability we have had during the last year 
or so especially as it was followed by a renewed rise in retail prices. 

6. This rise, which began in 1954, lasted for several years. Not 
much blame can be attached to import prices which did not rise very 
fast. Rather must we look for an explanation to the rapid rise in wages. 
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7. Finally, during the last year or so, retail prices have once more 
been comparatively stable, aided by a fall in import prices and by the 
recession of 1958, which raised unemployment to the highest level since 
the fuel crisis of 19472 and once more reduced the bargaining power of 
the unions. 

Fig. 3 shows more clearly the variations in the pace of infla- 
tion. Part A shows, for each quarter of the year, the percentage 
increase in retail prices over the same quarter a year earlier. The rest 
of the diagram shows some possible explanatory variables. Parts B and 
C show the rates of change of import prices and of wage rates. Part D 
shows the movements in the unemployment percentage ;’ the scale is 
inverted so that the line can serve as a rough indicator of the demand 
for labour. The scale used for import prices is one-fifth that used for 
retail prices. This is partly because the fluctuations are so great that 
they would otherwise have filled the page and partly because a reduc- 
tion of the scale in this way gives a very rough indication of the direct 
contribution of changes in import prices to changes in the cost of living. 


III 


One of the first things one notices is the importance of import 
prices. In the very unscientific account just given of the varying pace 
of inflation I brought in import prices as a partial explanation of most 
phases. Now it can be seen, by comparing parts A and B of Fig. 3, 
that the rates of change of import prices and of retail prices have 
moved fairly closely together, with changes in retail prices usually 
lagging some nine to twelve months behind changes in import prices. 
(This is rather what one would expect, at least if final prices are based 
on the historical, rather than on the replacement cost of imported 
materials and foodstuffs—which they probably are.) 

It is, therefore, perhaps not surprising that Mr. Christopher Dow, 
in a celebrated article published some three years ago,‘ presented a 
plausible model of post-war inflation in Britain in which import prices 
were the primary independent factor. Wages were also in the model 
but they were largely passive, their rate of increase being mainly deter- 
mined by previous increases in the cost of living (and not much 
influenced by the demand for labour). Mr. Dow’s model, if I may 
simplify it greatly, was somewhat as follows. Suppose there is an 
increase in import prices. This directly raises costs of production which 
leads businesses to raise the prices of finished goods, such prices being 
largely determined by the addition of a fairly constant mark-up to 
costs. The resultant increase in the cost of living leads to a rise in 
wages; and so on. 


2. In Part D of Fig. 3 the figure for unemployment in the first quarter of 1947 
has been adjusted for the fuel crisis; the actual level of unemployment was much 
higher. 

3. These seasonally adjusted figures are taken from Dow and Dicks-Mireaux, 
“Excess Demand for Labour”, Oxford Economic Papers, February 1958, and the 
National Institute Economic Review. 

4. “Analysis of the Generation of Price Inflation: A Study of Cost and Price 
Changes in the U.K., 1946-54’, Oxford Economic Papers, October 1956. 
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This model suggested, among other things, that inflation in Britain 
was largely an imported phenomenon so that, if import prices stopped 
rising, there was a good chance that inflation would also, after a time, 
come to an end. It also suggested that, since the rate of increase of 
wages, and profit margins, were not very sensitive to demand, there 
was little point in restrictive measures to reduce demand as a means of 
fighting inflation. 

Dow’s model seemed a plausible explanation of inflation up to 
1954, where it stopped. But as time went on it became doubtful whether 
it would really do; for, although import prices remained fairly stable, 
the cost of living continued to go up, at least until rather recently. 
People began to ask whether the main cause of inflation was not now 
the very rapid rise in wages and whether this was not in turn caused 
by the high demand for labour—whether wages were not in fact rather 
sensitive to demand after all. 

A comparison of parts C and D of Fig. 3 suggests that they 
may be because the rate of increase of wages does seem to vary, to 
some extent at least, with the demand for labour, after a certain time 
lag. One trouble is that the rate of increase of wages (C in Fig. 3) 
also varies with the rate of increase of the cost of living (A), which 
Dow had thought to be the main determining factor. It is therefore 
difficult to disentangle the relative effects of the demand for labour 
and of previous changes in the cost of living on the rate of increase 
of wages. 

However, Mr. Dow, this time in collaboration with Mr. Dicks- 
Mireaux, worked away at this problem at the National Institute of 
Economie and Social Research in London. After much careful and 
ingenious analysis they thought they could disentangle cause and effect 
and presented their results to the Royal Statistical Society just before 
Christmas 1958.5 They concluded that the demand for labour® does, 
after all, have an important influence on the rate of increase of wages. 
They still believe that previous changes in the cost of living are of 
considerable importance, but they are no longer all-important, as in 
Dow’s previous analysis. They also introduced a third possible deter- 
minant of wage increases, but this is a joker which I shall keep up my 
sleeve for the moment. 

Round about the same time, Professors Paish and Phillips, of the 
London School of Economies, reached rather similar conclusions.? Pro- 
fessor Paish gave no very elaborate statistical analysis but Professor 
Phillips analysed the experience of the last hundred years and con- 
cluded that the rate of increase of wages depended almost wholly on 

5. L. A. Dicks-Mireaux and J. C. R. Dow, “The Determinants of Wage 
Inflation”, to be published in the Journal of the Royal Statistical Society. 

6. Their index of the demand for labour brought in unfilled vacancies as well 
as unemployment but this does not significantly affect the argument. 

7. F. W. Paish, “Inflation in the United Kingdom, 1948-57”, Economica, May 
1958. A. W. Phillips, “The Relation between Unemployment and the Rate of 


ae of Money Wages in the United Kingdom, 1861-1957”, Economica, Novem- 
er 1958. 
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the demand for labour and that the cost of living was important only 
on rare occasions when there was a particularly sharp jump in import 
prices. Mr. Klein, working with others in the Institute of Statistics at 
Oxford, has also found that wages are rather sensitive to the demand 
for labour (as well as to price changes) .8 

Moreover, the results both of Phillips and of Dow and Dicks- 
Mireaux seemed to imply that only rather a moderate amount of 
unemployment, 23% or less, was necessary to stop wages rising faster 
than productivity seems likely to rise, thus causing inflation.® 

All this seems, at first sight, to justify those who supported the 
restrictive measures of 1957. It appears to suggest that deflationary 
fiscal and monetary policies are a potent weapon for fighting inflation, 
because wages are quite sensitive to demand, at least when unemploy- 
ment is low; that such policies can stop inflation without very much 
sacrifice of employment (at least if import prices are fairly stable) ; 
and that any wages policy, or attempt to change the attitude of the 
trade unions, is therefore unnecessary, and moreover rather pointless 
because the rate of increase of wages seems to be determined to a large 
extent by the level of unemployment as though by an iron iaw that the 
unions cannot do much about. 


IV 


If, however, one considers the matter rather more carefully, these 
preliminary conclusions seem open to considerable doubt. 


1. First, it is hard to be entirely convinced by the statistical cal- 
culations. All the variables seem, at first sight’ at least, to be correlated 
with all the others so that it is difficult to disentangle the relative 
importance of the various factors. The introduction of different vari- 
ables can yield substantially different results; a comparison of the two 
models on which Dow worked provides an example.!° Then again 
Phillips’ analysis of the last hundred years used unemployment figures 
for various periods that are not comparable; if they had been adjusted 
the results might have been different. Finally, wages never have gone 
up as slowly as productivity for any prolonged period since the war, 
apart from the Cripps ‘‘ wage freeze’’, so that any conclusion that this 
will happen if unemployment is at a particular level is largely a 
theoretical extrapolation. 


2. A second reason for doubt is the joker of Dow and Dicks- 
Mireaux, their third possible determinant of the rate of wage increase 
(in addition to the demand for labour and previous changes in the 
cost of living). This is what they called trade union ‘‘pushfulness’’. 


8. L. R. Klein, R. J. Ball and A. Hazlewood, in “Econometric Forecasts for 
1959”, Bulletin of the Oxford Institute of Statistics, February 1959, give a sum- 
mary of the work, which is a general econometric study of the United Kingdom. 
The full results have not yet been published. 

Dow and Dicks-Mireaux did, however, warn against extrapolation, arguing 
that the relation between unemployment and the rate of increase of wages was 
almost certainly non-linear. 

10. The first model was, however, not supported by correlation analysis. 
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They distinguished five degrees of pushfulness, ranging from ‘‘marked 
restraint’’ to ‘‘marked pushfulness’’, and gave these values. They then 
decided (largely subjectively of course) what the degree of pushfulness 
had been at various times since the war. When they put pushfulness 
into their equations as a third explanatory variable they got just as 
good an explanation of wage increases since 1951 as before; and the 
idea of varying pushfulness was essential to explain the earlier period, 
which included the Cripps ‘‘ wage freeze’’. Phillips, too, really needs 
something like ‘‘pushfulness’’, or rather the absence of it, to explain 
this period; and Klein’s model contains a ‘‘political’’ factor, which is 
rather similar. 

It seems then that the statistical facts are at least consistent with 
the attitude or mood of the trade unions having been important. Indeed 
Dow and Dicks-Mireaux found that the effect of varying trade union 
pushfulness was very important. For example, a change from ‘‘marked 
pushfulness’’ to ‘‘marked restraint’’ could make a difference of nearly 
five per cent per annum in the rate of wage increase. In other words, 
if wages were going up by say 7 per cent a year at a time when the 
unions were ‘‘markedly pushful’’ and they could somehow be per- 
suaded to be ‘‘markedly restrained’’, then the annual rate of increase 
of wages would be reduced to little more than 2 per cent, without the 
level of employment having to be reduced at all. 


3. A third reason for doubting the preliminary conclusions men- 
tioned above is that even if the rate of increase of wages is sensitive to 
the demand for labour, it does not follow that the prices of goods are 
anything like so sensitive. When demand is reduced this usually reduces 
productivity, and the rate of growth of productivity, which may partly 
or wholly offset any reduction in the rate of increase of wages so that 
labour costs per unit of output may be little, if at all, affected, at least 
for a time; and it is labour costs that will largely determine prices, 
except in so far as deflation may lead to some squeezing of profit 
margins. 

In fact, if one compares the period of expansion between 1952 and 
1955, when output was rising rapidly, with the following three years 
of stagnation (1956-58), when output hardly rose at all, it appears 
that labour costs per unit of output actually rose faster in the second 
period taken as a whole, the slower rise in wages being more than offset 
by the slower rise in productivity. Nor was there any significant 
reduction in average profit margins.™ More recently, however, there has 
been a notable change. Over the past year or so labour costs per unit 
of output have levelled off, and even begun to fall as economic recovery 
has accelerated the pace of productivity increase while wage rates 
have remained fairly stable. 


4. A fourth reason for doubt is as follows. Even if prices were 
fairly sensitive to changes in the level of wnemployment so that, for 
example, an increase in unemployment from 14% to 24% would stop 


11. National Institute Economic Review, No. 3, May 1959, p. 21. 
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inflation, this would be likely to involve a much bigger proportionate 
drop in output. This is because deflationary policies, as has just been 
mentioned, usually reduce productivity, and because they usually lower 
employment more than they raise unemployment; older people and 
married women in particular tend to leave the labour force. Judging 
by what happened in Britain in 1958 this might mean that if, say, 
24% unemployment were required to stop price rising, there would 
be a loss of anything up to 10 per cent of potential national output, at 
least for a time; and that is a lot. 

For all these reasons I am not convinced that, in future, price 
stability will prove compatible with full employment, high output and 
rapid growth—at least if we keep our present methods of wage bar- 
gaining. Nor am I convinced that the pace of inflation is so sensitive 
to demand as recent empirical studies might suggest at first glance. 


V 


Very few, however, would deny that there is some sensitivity, and 
it is now therefore necessary to discuss the manner in which the level 
of demand affects the rate of increase of wages and prices. There has 
been a good deal of controversy on this too, and it also is important for 
policy. 

First, there is the possibility that the prices of goods and services 
are directly affected by demand. This idea of ‘‘too much money chasing 
too few goods’’ and directly pulling up prices has now, however, 
become rather outmoded. Most people, on all sides of the controversy, 
now take the view that prices charged by British manufacturers and 
shopkeepers are rather sticky and that they are usually raised only 
when costs go up. There is need for further empirical study here and 
it may tend to rehabilitate the old theory a little. But the fashionable 
view nowadays—rightly or wrongly, and I think probably rightly— 
is certainly that variations in the demand for goods and services affect 
the prices of goods indirectly by affecting the demand for labour and 
so wages, which in turn leads businesses to change the prices of their 
goods because their costs have changed, at least if the change is in an 
upward direction. (The apparent reluctance of many firms to reduce 
prices when costs fall may prove a stumbling block in any attempt to 
stop inflation because a stable general price level must involve falling 
prices in industries where productivity is growing particularly fast 
to offset rising prices in industries where it is growing more slowly 
than the average.) 

The question remains of how the demand for labour affects the 
rate of increase of wages. Here there are divergent views. Let me give 
you two extreme ones. 

The first extreme view is that, when the demand for labour is high 
in relation to supply, individual employers have to offer higher rewards 
to get, or even to keep, the labour they need. They do this by payments 
above negotiated rates, by inventing special bonuses, by unjustified 
upgrading, and so on. Then, when the nationally agreed rates are 
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increased at the next negotiations between trade unions and employers’ 
organizations, this simply recognizes a fait accompli. According to 
this view, the unions have no effect at all. They are merely engaged in 
shadow-boxing. 

The other extreme view is that, when the demand for labour is 
high, individual employers do not bid up earnings much. What hap- 
pens is that, when the next negotiations come round, the increase in 
rates will be high because the bargaining power of the unions is strong 
and the resistance of the employers weak. 

The difference between these two views may not seem very im- 
portant for policy but in fact it is. For if the first extreme view is 
correct, if the unions are merely engaged in shadow-boxing, then there 
is no point in urging them to be restrained or in trying to make a deal 
with them. Any restraint on their part would be frustrated by em- 
ployers bidding up earnings. The only way, according to this view, to 
reduce the rate of increase of wages is to damp down demand; and if 
stopping inflation in this manner means less than full employment, 
that is junt too bad. 

If, on the other hand, the second extreme view is correct, that trade 
unions matter, then there may still be some point in cutting demand to 
reduce the rate of wage increase. But there may also be considerable 
point in trying to persuade the trade unions to be more moderate (pro- 
vided, of course, that wage increases are not wholly determined by 
the demand for labour—and I have suggested that they are not). For 
if an appeal to the unions is successful it may be necessary to cut 
demand less, or perhaps not at all, in order to stop inflation; and this 
may be a considerable gain in terms of output and employment. 

What then is the truth as between these two extremes? Unfor- 
tunately, there have so far been few case studies of individual firms and 
negotiations, certainly too few to allow generalizations to be made. Most 
of the discussion has related to the so-called ‘‘earnings drift’’ in indus- 
try as a whole. 

It is well known that actual weekly earnings are normally far 
above nationally agreed rates for various occupations and grades— 
perhaps one-third higher on average. The more interesting fact, how- 
ever, is that earnings for a long time went up faster than rates—about 
1% a year faster on average—and this is what is known as ‘‘ earnings 
drift’’. It is illustrated in Fig. 4.12 Part A shows an index of weekly 
earnings drawing away fairly steadily from an index of weekly wage 
rates. Part B shows the earnings index as a percentage of the rates 
index. It is, in fact, an index of earnings drift. 

It is sometimes argued that this drift shows that individual em- 
ployers have been bidding up earnings, with trade union negotiations 
tagging along behind. But in fact the phenomenon might easily be 

12. This figure is based mainly on estimates given in the National Institute 
Economic Review and in articles by Messrs. Penrice, Dicks-Mireaux and Dow 


(London & Cambridge Economic Bulletin, December 1955 and September 1958, 
Oxford Economic Papers, February 1958). 
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explicable in other ways, for example by a rising proportion of skilled 
workers or by increasing earnings on piece rates. 

There is, however, a more formidable argument based on the fact 
that the pace of earnings drift has varied from time to time. This can 
be seen with some difficulty in part B of Fig. 4 and more clearly 
in part C which shows the percentage change in B over the preceding 
12 months or, in other words, the rate of earnings drift per annum. 
Some of the supporters of the first extreme view have pointed out that 
the rate of earnings drift has varied with the demand for labour, at 
least since 1952. (This can be seen by comparing parts C and F?* of 
Fig. 4). They have gone on to claim that this shows how employers 
have bid up earnings when demand was high and not when it was 
low. 

Their argument is not, however, very convincing. First, the cor- 
relation is not apparent before 1952. Secondly, a great deal of the 
variation in the pace of earnings drift has nothing at all to do with 
employers bidding up earnings but is simply due to variations in over- 
time and short-time. When demand rises, more overtime and less short- 
time are worked, so that weekly earnings naturally rise faster than 
rates for a normal week, both because more hours are worked and 
because overtime attracts higher pay per hour.’ Part D of Fig. 4 
shows the estimated effect of changes in overtime and short-time on the 
pace of earnings drift (C). It will be seen that it explains a large part 
of the variations in C. Part E shows the ‘‘residual earnings drift’’ 
after allowing for changes in overtime and short-time (and for certain 
other factors that have been of minor importance). It is not correlated 
at all with the demand for labour (F). 

Even if it were, this would not necessarily show that employers 
were bidding up earnings when demand was high. It might simply 
mean that higher demand led to higher output per man-hour (because, 
for example, there was less hanging around in factories waiting for 
work to come through) and that this brought higher earnings per 
hour for workers paid by results. 

For all these reasons the study of earnings drift does not get us 
very far. It certainly does not prove that higher demand for labour 
leads to a higher rate of wage increase merely because employers are 
bidding up earnings. This may be of some importance when demand is 
high. But even if it had been the main cause of rising wages since the 
war (which I very much doubt) it would not follow that if, in future, 
demand were reduced enough to stop it, trade union pressure would 
not then become the main factor and push up wages faster than pro- 
ductivity, thus causing inflation. The evidence on earnings drift is 
certainly still consistent with trade union pressure at negotiations 
being the important thing, even when demand is high. This pressure, as 

13. Part F is the same as Part D of Fig. 4 except that it covers a rather 
shorter period. 


14. Some of the increase in overtime may admittedly, however, be unnecessary 
and merely a concealed form of “bidding up” by employers. 
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we saw, depends on the demand for labour to some extent, but it is also 
partly independent of it and related to, among other things, cost of 
living inereases since the last negotiations and the mood of the trade 
unions. This mood in turn depends on such things as government 
economic policy generally and the size of the annual increase in money 
wages that has come to be regarded as reasonable for trade union 
leaders to obtain for their members. 

This is all relevant, incidentally, to a problem we have had on 
several occasions in Britain since the war: whether an increase in 
indirect taxes, or a cut in food subsidies, would help to restrain wage 
increases. If one takes the view that the level of demand is all-important 
then the deflationary effects of such changes would certainly help. If, 
on the other hand, one believes that trade union pressure may be greatly 
influenced by the cost of living and by the general tenor of government 
policy, the net effect might be to accelerate, rather than to decelerate, 
the rate of increase of wages. (I have several times in the past taken the 
view that, when a round of wage negotiations was in the offing, the 
deflationary effect of cutting subsidies or increasing indirect taxes 
might be swamped by the ‘‘pinprick’’ effect on trade union attitudes.) 


VI 


In the light of the evidence from the past, what conclusions can 
be drawn about the future? The first is that, while inflation in the 
United Kingdom was to some extent—perhaps to a large extent—im- 
ported through rising world prices in the earlier postwar period, this 
can hardly be an explanation of inflation im the later years. There is, 
therefore, no guarantee that, even if import prices are fairly stable in 
the future, inflation can necessarily be avoided, although stable import 
prices would certainly help considerably. 

Secondly, if inflation threatens again we certainly can stop it by 
restricting demand sufficiently, through fiscal and monetary policy. 
For, though wages and prices may be much less sensitive to demand 
than has sometimes been argued, they are certainly not wholly insensi- 
tive. If, however, we rely entirely on such measures, this may be pretty 
expensive in terms of employment, output and growth; for there is no 
guarantee at all that the level of demand that gives full employment 
and all the other good things will also stop prices rising. 

It follows, in the third place, that action to influence the attitude 
of the trade unions may be an indispensable part of any policy that 
attempts to achieve price stability without sacrificing employment, 
output and growth. Such action is certainly not pointless, as some have 
tended to argue on the grounds that the rate of increase of wages is 
almost wholly dependent on the demand for labour, as through an iron 
law, or on the grounds that it depends largely on employers bidding up 
earnings with trade unions merely engaged in shadow-boxing. 

The fundamental problem is how to reduce the level of unemploy- 
ment required to stop prices rising. So far I may have seemed to imply 
that the only way is to change the attitude of the trade unions, so that 
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they are prepared to accept an increase in wages no greater than the 
increase in national productivity when unemployment is, say, 1-14%, 
instead of having to increase unemployment to, say, 3-4% in order to 
curb their bargaining power sufficiently. There are, however, at least 
two other possible ways which I shall say a word about before consider- 
ing how trade union attitudes might be changed. 

First, it would probably help if we could make productivity grow 
faster, because wages might not grow correspondingly faster. If we 
could raise the rate of productivity increase, we could bring it up 
towards the rate of increase of money wages that trade unionists have 
come to expect instead of having to reduce this rate to the present rate 
of productivity growth. Now we might be able to accelerate the growth 
of productivity to some extent by a better distribution of our present 
volume of investment (including under investment such things as 
expenditure on education and research). But any major acceleration 
would probably involve saving and investing a higher fraction of the 
national income, and whether this should be done is an important ques- 
tion that should, I think, be decided largely independently of the fight 
against inflation. If we can get productivity to grow faster, any result- 
ing help on the inflation front should be regarded as no more than a 
welcome by-product. 

Secondly, measures to reduce frictional and structural unemploy- 
ment would lower the critical level of total unemployment at which 
labour shortages become serious and lead to rapid increases in wages. 
Such measures would include, for example, the steering of demand to 
depressed areas where there are pockets of heavy unemployment and 
anything that would improve the mobility of labour (between regions, 
industries and occupations), such as retraining grants, help with 
moving expenses and so on. A good deal has, however, already been 
done in these fields and I doubt whether a great deal more can be 
hoped for from measures of this sort. 


Vil 


We come then to measures to change the attitude of the trade 
unions. I should like to distinguish three general types of policy which 
appear possible. I shall call them: 


(a) ‘‘shock tacties”’; 

(b) ‘‘showdown with the unions’’, or ‘‘calling their bluff’’; 

(ec) agreement with the unions to exercise restraint. 

These might be regarded as alternative policies or combined in various 
ways. 

(a) By shock tactics I mean temporary but sharp measures to 
reduce demand, such as were adopted two years ago, in the hope that 
this will reduce the size of the annual money wage increase that workers 
have come to expect. Such tactics, however, as we know to our cost, 
mean a substantial loss of employment, output and growth. Of course, 
if the shock we have had proves to have reduced the expected annual 
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wage increase from the 6-8% that seemed to have become normal to 
only, say, 24%, even when employment is really full, then it will have 
done the trick. But, in the light of all I have said, I am not very hopeful. 


(b) The second policy of a ‘‘showdown with the unions’’ might 
also take the form of shock tactics but it could be pursued continuously, 
It would consist of firmer action by the government in negotiations with 
its own employees, government pressure on local authorities and nation- 
alized industries to be firmer in their negotiations, and government 
encouragement of private industry to be firmer. It is often claimed 
that, in the past, the government has been much too weak in all these 
respects; for example that in the engineering dispute of 1957 it first 
encouraged employers to be firm, then panicked and completely let 
them down. 

It is argued that, even if firmer action led to strikes, the loss of 
output would be only temporary and far less than the continuous loss 
involved in keeping down the bargaining power of the trade unions by 
depressing demand. This might mean keeping unemployment con- 
tinuously several per cent higher than it need be. By contrast, in no 
year since the war has the direct loss of working days through strikes 
been more than a tiny fraction of one per cent of the total. One must 
also, of course, allow for the indirect losses resulting from strikes and 
for the possibility of much more serious ones if a tougher policy were 
followed. But against this it is claimed that the strike funds of the 
unions are low (their total funds probably average only £10 a head 
or less, though the finances of some unions are, of course, much 
stronger) so that their power to stage really serious and prolonged 
strikes may have been exaggerated. Whatever the merits of such a 
policy if pursued within limits it is, however, clear that, if carried to 
extremes, it would at best hardly provide a happy solution. After all, 
strikes are unpleasant things and industrial peace is an end in itself. 


(c) Finally then there is the possibility of agreement with the 
trade unions to exercise restraint. I have left little time to discuss this 
partly because I thought it more interesting and useful to try to 
establish the need for it and partly because discussion of this problem 
in Britain is at a very early stage. The Cohen Council on Prices, Pro- 
ductivity and Incomes has, however, thrown some ideas into the ring 
in its latest report (the third). 

Agreement could take various forms. A least ambitious first aim 
would be simply to persuade trade union leaders to give their general 
support to restraint in wage negotiations; this might not be so point- 
less as it may sound. It might perhaps be possible to go further and to 
persuade the union leaders to agree, after discussions with employers’ 
organizations and the government, to state publicly some figure, such 
as 24% per annum, as a reasonable average wage increase, either for 
the current year or over a period of years. I understand that something 
on these lines is done in Sweden. One obvious danger is, of course, that 
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any average figure would:come to be regarded as a minimum for each 
industry, but ways might be found of overcoming this difficulty. 

We might, I suppose, conceivably go further and have a more 
closely regulated system. Anything approaching the Australian system 
would, of course, be alien to the traditions that have developed in the 
United Kingdom. But I think that more and more people are at least 
coming to realize that absolute freedom of collective bargaining is not 
an indispensable feature of democracy, and that it is really a matter 
of degree because already the existence of trade unions and of collective 
bargaining themselves limit the freedom of the individual and of 
smaller groups than are covered by the main negotiations. 

It is often argued in Britain that, in countries that have had some 
kind of wages policy, this has not stopped them having inflation at 
more or less the same rate as elsewhere, at least over a fairly long 
period. But I think that such countries have on several occasions been 
able to stop, or slow down, the rate of increase of wages for a time, when 
this was important and useful and when drastic deflation would have 
been a much more costly method. We did this ourselves in Britain 
during the ‘‘wage freeze’’ of 1948-50. I hope, too, that I may have 
convinced you that changes in the attitude of the unions would be 
useful, and any of the possibilities I have mentioned would involve a 
change in their attitude. 

How to persuade the trade union leaders to change their attitudes 
is, of course, a political problem. One possible method that I have heard 
suggested is somewhat as follows. The government would say in effect 
to the trade unions: ‘‘ We are determined to prevent inflation. If you 
exercise restraint on the wages front, we shall be able to do this while 
preserving a high level of employment. If, on the other hand, you insist 
on being aggressive, we shall have to cut down demand to whatever 
level is necessary to curb your bargaining power sufficiently. Therefore, 
it is up to you.’’ One trouble with this approach is that it contains an 
important element of bluff. For I do not: believe that any government is 
going to give absolute priority to price stability. If it does, and this 
involves heavy unemployment, it may not remain in office. 

There might well then have to be some quid pro quo. The govern- 
ment might, for example, have to give an undertaking that the cost of 
living would not rise by more than a certain amount (or that, if it did, 
wage restraint would lapse) in order to convince the trade unions that 
restraint on their part would not lead to a fall in real wages. For the 
government to give such an undertaking it would have to be fairly 
confident that wage restraint would itself largely stop inflation or be 
prepared to control prices or to stabilize the cost of living by changes 
in subsidies and indirect taxes. 

The trade unions might, however, want more. In return for wage 
restraint they might demand some form of restraint of dividends (as 
during the Cripps ‘‘wage freeze’’), or of profits, or perhaps a capital 
gains tax. Apart from questions of social justice and fairness they 
might well point out that, as we have seen, it will be impossible to 
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achieve a stable general price level if firms whose costs are falling fail 
to reduce their prices. 

Even if the trade union leaders were prepared to co-operate there 
would remain the very great problem of convincing, and securing the 
co-operation of, the rank and file; individual unions, acting by them- 
selves, have nothing to gain from restraint, and there will always be 
some who regard their wages as unreasonably low in relation to those of 
others. In general, any kind of ‘‘wages policy’’ for Britain simply 
bristles with economic, political and administrative difficulties which 
I have no time to discuss. Despite this, however, I am not entirely 
unhopeful that we shall in time be able to do something. If we cannot, 
I fear that we may have to put up with either some inflation, or less 
than full employment and less growth than we are capable of, or 
perhaps a bit of both. 


G. D. A. MacDoueaLu 
Australian National University. 
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SOME STRUCTURAL FEATURES OF AUSTRALIAN 
CAPITAL FORMATION! 
1861 to 1938/39 


Australia is, perhaps, the only country in the world whose entire 
career is documented in detail with statistics of wide coverage and 
reasonable accuracy. The general sweep of the estimates of Australian 
capital formation included in this article cover, in time, the successful 
extension of western civilization to a new, remote area. The success of 
this process depended on the inflow of resources from an area of high 
land values, low wages and low interest rates, on the consequent instal- 
lation of productive capacity to utilize new land and other new 
resources and finally, in the development of production for world trade 
and inereasingly to meet local demands: in general terms, the transfer 
of resources towards a new technology. Although the weaknesses of our 
estimates? may limit their analytical use, the wealth of statistical 
material is such that it is possible to trace in quantitative form, and not 
merely in institutional terms, the course of adaptation involved. 

We may reasonably be content with an appreciation of the specific 
Australian historical experience, perhaps with some hope that the 
establishment of trends and of the basic structural characteristics of the 
economy may contribute to an understanding of potential development. 
But a study of Australian growth based on some of the more important 
quantitative economic variables, defective as they may be, may have a 
wider meaning. The long period covered by our estimates of Australian 
capital formation contains the fundamental structural adjustments of 
what is, after all, the classic case of ‘‘successful’’ economic develop- 
ment: the establishment of a highly productive primary producing 
economy and its progressive reorientation towards industrial activity. 
There is no essential novelty in Australian experience. 

In so far as we can define the course of change in Australia in 
terms of concepts and measures which have a universal meaning, the 
specific conditions of this experience acquire much greater meaning, 
perhaps in enlarging our understanding of the circumstances necessary 
for this classic evolution. The provision of estimates of Australian 
capital formation for the period 1861 to 1939 is a very preliminary step 
in this direction. At this stage, many of the more important questions 
must be left undefined, still less answered. Long-term studies are in 
their infancy, just as precious little is known about the details of the 
Australian story. Mistakes from both sides are, perhaps, inevitable. On 

1. I have to acknowledge the assistance, at different times, over the past eight 
years, of Drs. de Meel, W. A. Sinclair, J. D. Bailey, G. Pursell, Dr. S. Zywezak 
and Ruth Inall. All have contributed to the preparation of basic statistical material. 
The estimates for the nineteen-twenties, published in the Record by W. A. Sinclair, 
have now been revised. 

2. These are discussed at length in a forthcoming A.N.U. Monograph. The 


relationship of our estimates to other published estimates is described briefly in 
the Appendix to this article. 
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this occasion, we must be content with a first attempt to outline some 
of the more marked features of the growth of Australian capital and 
to suggest some of the main influences and conditions affecting the 
course of change. 


Phases of Australian Capital Formation 


Table I and Graph 1 indicate, from our estimates, the movement of 
gross capital formation during 1861 to 1938/39. There is no special 
virtue in our beginning date, and later we must take up some of the 
origins of this movement. But within the limits of our series, there 
would appear to be two main phases of growth, perhaps with the begin- 
ning of the third. Dated in terms of aggregate capital formation, in 


Australian Cayital Formation, 1871-1930 
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current prices, there is a remarkable similarity in the duration of these 
two phases, the first extending over 35 years from 1861 to 1895, the 
second covering 37 years, from 1896 to 1931/32. The suggestion of two 
main waves does not, and cannot, depend merely on the aggregate level 


of capital formation. Dividing these two periods there appear to have | 


been substantial structural readjustments within the economy; and, 
indeed, it is an underlying structural change which makes the begin- 
ning date of 1861 reasonably accurate. 

Minor fluctuations occurred within these two periods, the product 


of particular short-term influences in the course of general expansion. | 


In the first 35 years, four peaks of gross capital formation might be 
identified, in 1865, 1868, 1877 and 1888. The first three ‘‘minor booms” 
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CAPITAL FORMATION 1861 To 1938/39 


Main Sectors £’000 


TABLE I 


Gross Capital Formation 
Australia £000 
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Shares of Main Sectors % 





C/w. 


Total 
Public 





4 . i /w. A. Privat 
States 3 —— i Private = GCF. i. ’ % 
Structures) 

1861 2,846 387 3,233 3,454 6,687 42-7 5-8 51-8 
2 2,762 454 3,216 2,983 6,199 44-5 7°3 48-0 
3 2,533 463 2,996 4,637 7,633 33-2 6-1 60-7 
4 2,221 593 2,814 5,369 8,183 27-1 7-2 65-6 
5 1,979 683 2,662 5,721 8,383 23-6 8-1 68-1 
6 2,206 649 2,855 4,884 7,739 28-5 8-3 63-0 
7 3,039 778 3,817 4,542 8,359 36:5 9-3 54-5 
8 2,720 776 3,496 6,880 10,376 26:2 7°5 66:3 
9 2,398 835 3,233 6,556 9,789 24:5 8-5 67-0 

70 2,188 901 3,089 5,826 8,915 24:5 10-1 65-3 
1 2,322 940 3,262 4,818 8,080 28-8 11-7 59-7 
2 2,410 941 3,351 8850 12,201 19-8 7:7 72-6 
3 3,166 920 4,086 9,453 13,539 23-4 6:8 69-9 
4 4,282 1,075 5,357. 10,211 15,568 27°5 6:9 65-6 
5 5,345 946 6,291 12,760 19,051 28-1 5-0 66:9 
6 4,859 1,066 5,925 13,841 19,766 24-6 5°4 70-0 
7 5,409 1,104 6,513 18,745 25,258 21-4 4-4 74-2 
8 7,059 1,302 8,361 14,396 22,757 31-0 5-7 63-2 
9 8,219 1,359 9578 11,042 20,620 39-9 6-6 53-5 

80 7,544 1,365 8909 14654 23,563 32-0 5:8 62-1 
1 8,374 1,464 9,838 20,321 30,159 27-8 4-9 67°5 
2 10,060 1,645 11,705 14,877 26,582 37-8 6:2 55-9 
2 11,724 1,880 13,604 17,066 30,670 38-2 6-1 55-6 
4 12,084 2,135 14,219 18,458 32,677 37-0 6:5 56-5 
a 12,668 2,160 14828 17,228 32,056 39-5 6-7 53-8 
6 13,095 2,357 15,452 21,488 36,940 35-5 6:4 58-2 
7 11,232 2,409 13,641 23,976 37,617 29-9 6:4 63-8 
8 11,328 2,479 13,807 26,666 40,473 28-0 6-1 65-9 
9 12,961 3,064 16,025 21,267 37,292 34-7 8-2 57-0 

90 12,709 3,828 16,537 18,784 35,321 36-0 10-8 53-2 
1 13,089 3,535 16,624 22,616 39,240 33-4 9-0 57-7 
2 9,496 3,520 13,016 10,215 23,231 40-9 15-2 43-9 
3 7,574 2,939 10,513 6,469 16,982 44-6 17-3 38-1 
4 6,021 2,295 8,316 9,342 17,658 34-1 13-0 52-9 
5 6,542 3,139 9,681 Ae 15,549 42-1 20-2 37-7 
6 7,657 2,552 10,209 10,457 20,666 37-1 12-4 50-6 
7 8,863 2,636 11,499 3,867 15,366 57-7 17-2 25-1 
8 9,795 2,638 12,433 11,123 23,556 41-6 11-2 47-2 
9 10,066 2,632 12,698 10,357 23,055 43-7 11-4 44-9 

1900 11,909 3,120 15,029 9,097 24,126 49-4 12-9 37-7 

1900-1 11,561 2,751 14,312 14,305 28,617 40-3 9-6 49-9 
2 14,075 2,513 16,588 19,399 35,987 39-0 7-0 53-7 
3 12,933 2,323 15,256 16,043 31,299 41-3 7-4 51-2 
4 8,801 2,364 11,165 16,166 27,331 32-1 8-6 59-0 
- 7,753 2,563 10,316 13,008 23,324 33-3 11-0 55-8 
6 7,730 2,708 10,438 14586 25,024 30-9 10:8 58-3 
7 9,018 2,956 11,974 22,278 34,252 26:3 8-6 65-1 
8 11,272 3,573 14,845 20,750 35,595 31-7 10-0 58-3 
9 14,208 4,336 18,544 17,304 35,848 39-6 12-1 48-3 

10 15,602 4,410 20,012 17,489 37,501 41-7 11-8 46-7 

11 20,116 4,885 25,001 19,641 44,642 45-1 10:9 44-0 

12 25,792 5,571 31,363 26,541 57,904 44-6 9-6 45-9 

13 29,024 6,265 35,289 33,639 68,928 42-1 9-1 48-8 
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TABLE I—continued 








Main Sectors £’000 Shares of Main Sectors % 
Publi c/ 
C/w. Cc. henry : Aust. bas L.A. iva 
bl po —. Private GCF. — % re . 
Structures) 

14 29,874 6,453 36,327 36,307 72,634 41-2 8-9 50:1 
15 30,353 6,813 37,166 24698 61,864 49-2 11-0 40-0 
16 29,486 6,688 36,174 22,214 58388 50-4 11-4 38-0 
17 24,581 6,175 30,756 26,790 57,546 42-8 10-7 46-6 
18 19,670 6,243 25,913 25,340 51,253 38-4 12-2 49-4 
19 23,749 7,400 31,149 35,981 67,130 35-4 11-0 53-6 
20 44,181 8,924 53,105 47,684 100,789 43-8 8-9 47-3 
21 56,886 10,492 67,378 50,173 117,551 48-4 8-9 42-6 
22 51,955 11,692 63,647 61,216 124,863 41-6 9-4 49-0 
23 50,096 12,994 63,090 69,366 132,456 37°8 9-8 52-3 
24 51,437 15,335 66,772 73,040 139,812 36:8 11-0 52-2 
25 56,791 17,805 74,596 71,286 145,882 38-9 12-2 48-8 
26 57,096 19,983 77,079 70,168 147,247 38-8 13-6 47-6 
27 60,737 22,960 83,697 71,433 155,130 39-1 14-8 46-0 
28 60,511 24,907 85,418 71,273 156,691 38-6 15-9 45-5 
29 55,198 25,062 80,260 67,558 147,818 37-3 16-9 45-7 
30 45,994 24333 70,327 45,195 115,522 39-8 21-0 39-1 
31 30,356 21,754 52,110 28,801 80,911 37-6 27-0 35-7 
32 19,984 14482 34466 23,541 58,007 34-4 24-9 40-5 
ao 21,120 15,368 36,488 27,939 64,427 32-7 23-8 43-3 
34 21,437 = 17,250 38,687 36,168 74,855 28-7 23-1 48-5 
35 28,500 19,871 ° 48,371 48,794 97,165 29-4 20-5 50:2 
36 30,225 21,379 51,604 55,170 106,774 28-3 20-0 51-6 
37 33,499 26,436 59,935 60,435 120,370 27-8 21-9 50:2 
38 37,590 30,701 68,291 74,792 143,083 26:2 21-4 52-2 
39 36,197 28,184 64,381 74,337 138,718 26:1 20-3 53:5 





lay within the course of a general expansion and the succeeding troughs 
in 1866, 1871 and 1879 were neither particularly deep nor prolonged; 
none of these ‘‘slumps’’ nearly matched the depth and duration of the 
decline which began in 1889, continuing to the low point of 1895. 
Indeed, they were so slight as to make it difficult to treat them as 
marking the outlines of significant short-term cycles. However, from 
at least one point of view, these minor fluctuations had more meaning 
than they may appear to have at first sight: the rate of population 
growth was so high in this first major phase that quite severe, if short, 
bouts of unemployment followed the slackening of growth of activity. 

In the second main phase, 1896 to 1931/32, we are covering a great 
deal of unexplored ground and it is difficult to be very confident in 
interpreting our estimates. This is particularly the case with the accel- 
erated movement which appears in our series, beginning shortly before 
the first world war and resumed in the closing stages of the war, carry- 
ing the level of Australian capital formation to unprecedented heights 
in the latter part of the ’twenties. The chief difficulty lies in the rise in 
domestic prices which more or less coincided with this acceleration but 
which may represent changes in quality as well as an inflationary pro- 
cess. In the limited terms of current prices, our estimates suggest two 
minor peaks in the aggregate level of gross capital formation, in 
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1901/2 and in 1913/14, prior to the major peak in 1927/28. It will be 
noted that our series do not support a decline in the aggregate during 
1908/9 (although there is some decline in private capital formation 
in 1907/8, producing a brief stagnation in the aggregate), or in 1920-22 
when a post-war recession is usually believed to have occurred (and 
recollections of which played so large a part in post-war economic 
policy after the second world war). Our estimates would suggest that 
recessions occurred in the aggregate, with troughs in 1904/5 and 
1917/18. In contrast with the ‘‘minor’’ troughs in the first phase of 
expansion in the 19th century, the two ‘‘minor’’ downturns after 1900 
appear to have been much more definite. This is particularly the case 
with the movement into the trough of 1904/5. Here a more marked 
fluctuation appears, consistent with the outflow of British capital from 
Australia, a process which had begun in the ‘nineties and which was 
resumed more strongly following the drought of 1902, affecting private 
and public capital formation alike. 


Main Structural Characteristics 


In the composition of Australian capital formation, three domin- 
ant characteristics have persisted throughout the whole period, though 
some important changes have occurred in two of them. First, the 
growth of Australian capital has been shared by two sectors, public 
and private, with the latter the more important in the first phase of 
expansion and declining to rough equality with the public sector in the 
20th century; secondly, within the private sector, residential capital 
formation has absorbed by far the largest share of resources flowing to 
private capital formation and, in fact, has maintained this dominance 
almost unbroken; thirdly, government authorities have been pre- 
occupied with one avenue of capital formation in the development of 
communications, although, in this case, the relative importance of 
investment in communications has declined a great deal from its excep- 
tional position in the 19th century. 


(a) Public and Private Sectors. Table I and Graph 1 show the 
relative importance of the public and private sectors. In the most 
general terms, private capital formation was the more important sector 
during 1861-91 (the latter being the date at which public capital forma- 
tion definitely declined), averaging on our figures, 62% of gross capital 
formation. Even at this level, the public sector was an important part 
of the total. But possibly one of the more interesting features of our 
estimates is in the fact that there was, after 1891, a sustained shift 
away from private capital formation. The depression of the ‘nineties 
was more severe in the private sector—although our estimates probably 
exaggerate its impact—and it fell to about 40% of total capital forma- 
tion during the ‘nineties. Public capital formation was, relatively, 
better maintained during the depression. As recovery got under way, 
the public sector was left in a much more important position than it 
had been in the first main phase of expansion. In fact, our series suggest 
that private capital formation continued throughout the whole period 





394 THE ECONOMIC RECORD DEC. 


1900/01 to 1938/39, with very little fluctuation, at somewhat less than 
half the total—averaging 48% of total Australian capital formation. 

This structural change was not the expectation in the beginning 
nor was it implied in the experience of the first thirty years. Initially 
stimulated by the shortage of entrepreneurial ability and the difficulty 
of private access to the London capital market, the colonial govern- 
ments assumed substantially modern functions during the second half 
of the eighteen-fifties. Private investors were preoccupied with an 
intense housing shortage, the lucrative possibilities in the equipment of 
pastoral stations and the less exciting but significant desire to utilize 
modest gold fortunes in industrial investment. Governments were left 
with the task of carrying out works which, at least in the Australian 
scene, were traditional government undertakings—water and sewerage, 
road, bridge and harbour works and river improvement, the provision 
of administrative buildings, defence structures, ete. To these were 
added also railways and telegraph facilities, the novel departures of the 
fifties. 

In these avenues of capital formation lay the commitments which 
accounted for the important role of the public sector. As the colonial 
governments were supplemented by local and semi-government authori- 
ties, especially during the years 1858-65, the institutions were formed 
which were to carry out government building and construction activity. 
(The main addition to these institutions was in the formation of the 
Commonwealth Government which played a very restricted and en- 
tirely minor role in direct capital-forming outlays in our period.) In 
the very beginning, public capital formation rose rapidly and, appears 
to have accounted for half total capital formation in the first years of 
the ’sixties. As pastoral and residential investment got under way, the 
public sector was also, for a time, limited by the supply of funds and 
dropped back to about one-third of the total. The accelerated growth of 
the ’seventies, supported by the rapidly rising inflow of British capital, 
confirmed the private sector in its leading share, based on high pastoral 
and residential boom conditions. In the ’eighties, this leadership was 
somewhat weakened in that it depended much more on the two resi- 
dential booms, successively centred in New South Wales and Victoria. 
But it was not until the depression of the nineties that the respective 
positions of the two sectors were reversed. 

The relative increase in government capital formation in the 20th 
century, and its sustained high share at almost exactly half the total, 
was not achieved without some important changes in the content of the 
public sector. To accept this equality of public and private capital 
formation as normal and persisting, instead of a passing phase, would 
disregard the significance of the changes underlying the relationship 
between the two sectors since 1900. There were, clearly, some additions 
to government capital-forming outlays after 1900. New problems of 
power supply, particularly electricity which became important immedi- 
ately before the first world war, new undertakings in the form of large- 
scale irrigation projects and river control, dated from the end of the 
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first decade, the development of telephonic communication in place of 
the primitive telegraphic equipment—these were important in sustain- 
ing government outlays. But the main change was in the more definite 
orientation of government outlays in some of these new avenues and in 
the old lines of public investment to provide urban facilities on a scale 
unexampled in the 19th century. So far as ‘‘social equipment’’ went, 
the high degree of urbanization which occurred in the 19th century was 
extremely primitive—outside the metropolitan areas, some primitive 
roads existed in the towns and a beginning had been made on a limited 
water supply; only in the heart of the metropolitan areas was the 
situation much better at the end of the ’eighties. Government action 
in the 20th century, effectively from about 1910 and most particularly 
during the ’twenties, was stimulated by the demand to cope with a 
long time lag in the provision of urban facilities, of water and sewerage 
and roads. In addition it had to provide ‘‘new’’ equipment, particularly 
electricity and electrification of services in transport and telephone. 

This redirection of government capital formation towards urban 
facilities was closely linked with a related change in the structure of 
private capital formation, most of all in the growing prominence of 
industrial and commercial investment. The concentration on urban 
areas also encouraged an important change in the distribution of out- 
lays between various public authorities. Most notably, the rising level 
and higher share of public capital formation in the 20th century de- 
pended on a very definite decentralization of actual outlays. The Com- 
monwealth government contented itself, in these four decades, with 
acquiring increased financial power, building a railway line, completing 
the telephone system and erecting its home in Canberra. After the 
depression in the ’thirties, it crumbled into insignificance. On the other 
hand, while the State governments continued with their (by now) 
traditional role, the greatest increase in the level of capital formation 
came from local authorities. Their rise to the prominence of the 
‘twenties came gradually. Initially preoccupied with roads in the 
eighteen-sixties and with some small metropolitan water and sewerage 
facilities, the local authorities acquired a substantial addition to their 
functions with the beginnings on country town water supplies in the 
early ’eighties and the transfer of metropolitan works at the end of the 
eighties. As municipal undertakings, particularly gas production and 
some electricity distribution, increased in the early years of the 20th 
century, the rise in outlays quickened ; then the demand for water and 
sewerage and for improved urban roads added greatly to the commit- 
ments of the local bodies. The increasing attention of local bodies to 
urban development can be seen in the close similarity of movement in 
local government capital formation and private residential investment 
from the first world war.’ 


3. An obiter dictum.—The contrast with the post-1945 situation is important, 
particularly in the rise to prominence of a Commonwealth government with com- 
paratively little experience beyond Loan Council operations in the execution of 
works or in the range of investment activity necessary for national development; 
and, perhaps most particularly, lacking the background of skilled technical advice 
derived from long years of experience. . . . 

D 
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(b) The Importance of Residential Capital Formation. Tables IIL 
and III and Graph 2 show the shares of and movements in the main 
components of private capital formation. It is possible that the diver- 
sion of resources to housing is accentuated, in Australia, by the excep- 
tionally early concentration of population in towns particularly with 
the relatively higher standards of housing in towns as distinct from 
rural areas. Nevertheless, the weight of capital requirements of western 
development is shown vividly in the extremely high share of private 
capital formation committed to residential expansion. Throughout the 


Main Components of Private Capital Formation 
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entire period, dwellings accounted for not much less than half total 
private capital formation—apart from some short-term fluctuations, 
the share of housing remained, normally, at about 45%. Moreover, 
there was only one substantial period when any other component of 
private capital formation accounted for a larger share. In the eight 
years, 1874-81, the first really massive attack on pastoral station equip- 
ment took this component slightly ahead of residential investment. 
Again, in the second half of the ’eighties, housing and pastoral activity 





vied for first place. But usually housing dominated the private sector. 


Half the private sector, one quarter of all Australian capital 
formation, year by year with limited variation—this was a formidable 
drain on resources just as it was a substantial stimulus to local indus- 
trial enterprise in the supply of building materials. The stability of 
this share is the more remarkable when one considers the changing 
influences on residential capital formation. In the beginning, the 
Australian settlements were literally bulging at the seams of the tents 
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s I TABLE II 
‘ain Gross Private Capital Formation, 1861-1938/39 
— (£000) 
ep- 
vith ifiwancial) Resid. Ind. Commercial Mining Shipping Pastoral Total 
rom 
ern 1861 1,582 322 253 36 ones 1,261 3,454 
ite 2 1,854 79 296 51 wi 703 2,983 
! 3 2,082 605 192 174 26 1,558 4,637 
the 4 3,239 — 437 133 65 1,495 5,369 
5 3,028 742 452 390 30 1,079 5,721 
6 2,500 620 422 402 20 920 4,884 
7 2,995 461 439 144 10 493 4,542 
8 2,557 1,104 433 215 13 2,558 6,880 
9 3,168 1,602 584 125 11 1,066 6,556 
70 3,024 516 432 127 52 1,675 5,826 
1 2,577 896 630 99 62 554 4,818 
2 3,874 434 1,013 200 95 3,234 8,850 
3 3,955 1,425 829 129 98 3,017 9,453 
4 3,864 1,088 586 111 155 4,407 10,211 
5 4,071 1,521 146 118 243 6,661 12,760 
6 5,651 951 324 249 233 6,433 13,841 
7 4,151 1,941 324 356 117 11,856 18,745 
8 3,877 1,534 539 101 81 8,264 14,396 
9 4,279 — 674 242 66 5,781 11,042 
80 3,930 1,864 1,043 147 52 7,618 14,654 
iJ 1 6,308 1,907 1,423 214 60 10,409 20,321 
} 2 6,556 1,423 2,770 353 105 3,670 14,877 
i 3 10,289 1,223 428 344 109 4,673 17,066 
i 4 9.801 2,113 1,140 331 108 4,965 18,458 
“i 5 8,576 1,824 895 357 54 5,522 17,228 
/ 6 7,454 742 1,976 297 60 10,959 21,488 
7 9,815 1,298 2,739 378 25 9,721 23,976 
s 10,747 1,587 3,430 679 20 10,203 26,666 
9 6,845 2,471 1,007 403 25 10,516 21,267 
90 8,257 1,138 3,619 244 34 5,492 18,784 
ie 1 6,156 2,140 2,105 410 34 11,771 22,616 
el 2 4,870 790 60 199 39 4,257 10,215 
t 3 3,448 ~— 14 387 13 2,607 6,469 
4 4,164 1,051 146 408 11 3,562 9,342 
5 3,397 783 57 316 7 1,308 5,868 
otal 6 3,577 1,744 887 376 9 3,864 10,457 
ons, 7 1,751 _ 778 626 15 697 3,867 
x 4,063 426 1,953 939 31 3,711 11,123 
ver, | 9 2,044 1,059 2,445 937 42 3,830 10,357 
t of 1900 1,866 1,279 489 1,300 23 4,140 9,097 
ight 1* 5,809 1,964 1,967 2,847 430 1,288 14,305 
: 2 8,923 2,744 2,477 3,362 527 1,366 19,399 
uip- 3 6,378 3,439 1,909 2,128 609 1,580 16,043 
ent. | 4 5,484 1,981 2,118 1,206 588 1,789 13,166 
vity | 5 5,785 2,218 1,803 733 460 2,009 13,008 
coum! 6 6,024 1,832 1,658 2,244 374 2,454 14,586 
ORs | 7 9,354 2,750 4,196 2,743 584 2,651 22,278 
ital | 8 9,612 2,371 2,358 2,621 765 3,023 10,750 
able | 9 6,724 3,251 2,247 1,026 820 3,236 17,304 
i i 10 6,395 3,721 2,537 608 837 3,391 17,489 
us- | 11 6,612 5,427 1,277 2,651 711 2,963 19,641 
y of 12 10,478 6,034 4,876 1,055 985 3,113 26,541 
ying | 13 15,755 5,553 7,131 680 1,468 3,052 33,639 
> 14 17,038 5,840 7,886 1,671 1,019 2,853 36,307 
the 15 14.948 4.269 840 1,052 528 3,061 24,698 
ents 16 11,522 3,251 1,938 1,291 480 3,732 22,214 





* For this and subsequent years, figures refer to the financial year 1900-01, etc. 
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TABLE I]—continued 
Ind. Commercial Mining Shipping Pastoral Total 
5,394 3,162 1,141 2,416 4,961 26,790 
6,992 2,490 1,079 276 4,926 25,340 
9,322 4,891 1,688 885 6,053 35,981 
11,855 9,818 2,056 1,715 6,890 47,684 
15,901 9,716 1,665 1,932 6,864 50,173 
15,113 12,210 718 5,295 6,805 61,216 
15,317 12,111 1,111 3,457 7,359 69,366 
15,993 12,260 1,487 2,446 7,664 73,040 
15,713 13,238 814 1,208 6,777 71,286 
13,937 13,246 772 893 6,755 70,168 
13,381 11,578 922 942 6,413 71,433 
11,931 12,270 1,059 1,069 5,751 71,273 
10,338 14,061 2,856 1,236 5,086 67,558 
6,728 3,340 4,726 523 5,420 45,195 
5,555 2,801 2,931 611 4,404 28,801 
_— 8,593 3,285 116 3,847 23,541 
3,426 6,436 1,585 590 4,635 27,939 
6,212 6,185 3,124 648 5,335 36,168 
10,870 6,784 5,339 987 6,284 48,794 
11,529 7,362 4,839 707 7,142 55,170 
10,881 8,492 5,079 1,360 7,441 60,435 
17,469 10,861 5,986 1,863 7,874 74,792 
19,476 9,790 5,004 na. 7,975 74,337 
TABLE III 
Shares in Gross Private Capital Formation, 1860-1939 
(% Gross Private Investment) 
Ind. Mining Shipping Pastoral 
1861 . 9-3 7°3 1-0 —_— 36:5 
2 . 2-6 9-9 1-7 — 23-6 
3 . 13-1 4-1 3-8 0:6 33-7 
4 . — 8-1 2:5 1-2 27°8 
5 . 13-0 7-9 6:8 0-5 18-9 
6 . 12-7 8:7 8:2 0-4 18-9 
7 . 10-1 9-7 3-2 0:2 10:8 
8 . 16-0 6:3 3-1 0-2 37-1 
9 48-5 24-5 8-9 1-9 0-2 16:3 
70 52-0 8-9 7-4 2:2 0-9 28-8 
1 53-6 18-6 13-1 2:1 1-3 11-5 
2 43-8 4-9 11-4 2:3 1-1 36°5 
3 41-9 15-1 8-8 1-4 1-0 32-0 
4 37-8 10-7 5-7 1-1 1-5 43-1 
5 31-9 11-9 1-1 0-9 1-9 52:2 
6 40-8 6:9 2:3 1:8 1-7 46-4 
7 22-1 10-3 1-7 1-9 0:6 63:2 
8 26-9 10-6 3-7 0:7 0-6 57-4 
9 38-7 —_ 6-1 2:2 0-6 52:3 
80 26:8 12-7 7-1 1:0 0-4 52-0 
1 31-0 9-4 7-0 1-1 0-3 51-2 
2 44-1 9-6 18-6 2:4 0-7 24-7 
2 60-2 7:2 2:5 2-0 0-6 27-3 
4 53-0 11-4 6:2 1-8 0-6 26:9 
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in which so many were housed and the ‘‘permanent’’ housing which 
existed was tiny and grossly overcrowded. The extreme housing 
shortage, coupled with a high rate of population growth and a high 
level of net immigration forced the pace of housing in the ’sixties. 
This pressure, coupled with the absence of an effective financing and 
with an inadequate building industry and building materials produc- 
tion left early housing to be carried on by owner-building, without 
much regard to short-term economic conditions. The growth of build- 
ing societies and building finance companies and the rise in commer- 
eial production of building materials encouraged an institutional 
shift towards contract building for owner occupation, just as a rapid 
inerease in immigration swelled the demand for housing in the 
’seventies. As the more acute housing shortage was disposed of, per- 
haps by the mid-seventies, residential investment became geared more 
directly to the inflow of immigrants which accounted for a large part 
of population increase. But, at the same time, housing standards rose. 
Contract building gave place increasingly to speculative building 
operations, particularly in the residential building booms which led 
to the rapid residential expansion of New South Wales towns and 
metropolitan area in the early ’eighties and of Melbourne in the 
second half of the ’eighties. The growth of speculative building of 
dwellings for sale created an unstable situation as an increasing pro- 
portion of dwellings remained unsold. Herein lay an important factor 
in the collapse of the first main phase of economic growth and the 
onset of the depression of the ‘nineties. 

Large numbers of unsold houses, the almost total collapse of 
building societies as organized financial institutions, extensive fore- 
closure on residential property and greatly slackened population 
growth were some of the more important factors reducing the level 
of housing investment in the ‘nineties. But even then its share did 
not drop very much, except in the two final years of the century. Our 
estimates exaggerate the recovery in the beginning of this century. 
Two conflicting circumstances were at work. On the one side, the 
virtual hiatus in the financial structure due to the decimation of the 
building societies, the concern of the survivors with the disposal of 
foreclosed property rather than the finance of new construction and 
the unwillingness of wage-earners to resume deposits with the societies 
all held building activity in check and may have helped to make 
residential investment more unstable than it had been. Certainly, 
Victoria was content with very modest residential outlays, as excess 
residential capacity was slowly worked off. On the other hand, some 
considerable internal shifts of population occurred, prior to the large 
inflow of immigrants which reached its peak in 1911/12. Gold produc- 
tion in Western Australia attracted a flow of population which, by the 
early years of the century, was demanding new housing; the rise in 
wheat production in the first decade, due to new wheat strains and 
the world-movement in wheat prices, affected the distribution of New 
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South Wales population, in particular, and again encouraged substan- 
tial demand for new housing. 

Checked by the financial crisis following the heavy outflow of 
British capital after 1902, an unsteady recovery seems to have fol- 
lowed the resumption of net immigration in 1907, residential invest- 
ment rising rapidly as the flow of immigrants increased quickly after 
1909. This expansion was a relatively brief one, abruptly interrupted 
by the first world war. Then the withdrawal of manpower following 
the early war disorganization brought new building down sharply, to 
be as sharply reversed as servicemen returned to Australia. As 
recovery of residential investment moved into the unprecedented 
residential boom of the ’twenties, a number of different influences 
were at work. First, immigration was resumed but on a scale which 
was relatively modest by comparison with the period of 1873-85 or 
even that of 1911-13. Nevertheless, immigration added considerably 
to the demand for housing. Secondly, the standards of new housing 
rose considerably, not only with changes in building materials but 
also with new styles and new equipment in houses. Elaborate conver- 
sions of existing dwellings and the installation of fittings for sewerage 
and electricity added to building costs. Thirdly, the demand for hous- 
ing was influenced, perhaps above all, by the ‘‘drift to the cities’’, the 
transfer of population from country towns to the metropolitan cities 
and from rural areas to the cities. This relocation of population repre- 
sented a new phase of urbanization, with its concentration on metro- 
politan populations. The population shift supplied the rising indus- 
trial and commercial firms in the ’twenties with a great deal of their 
labour force and tied residential capital formation increasingly to 
movements in industrial and commercial investment. 

Residential, commercial and industrial investment rose rapidly 
together from the end of the first world war, in conformity with the 
outlays in certain avenues of government capital formation, especially 
water and sewerage and local authority outlays. The ‘‘new urbaniza- 
tion’’, by linking these different components of capital formation 
closely together, helped to preserve the share of residential investment 
more or less unchanged. It did begin to move out of line in the second 
half of the ’twenties as it had been sustained well into the general 
‘“‘boom’’, some time after industrial investment had begun, slowly, to 
decline. By this time, as in the boom of the ’eighties, speculative 
building had become a major factor in building activity and had 
created conditions similar to those of 1888. The level of building did 
not survive the increasing checks from industrial and commercial 
investment or from the slackening of government spending, and 
turned down sharply in 1927/28. 


(c) The Concentration on Communications. Just as on the 
private side, so in government capital formation one sector dominated 
though, in this case, there was a considerable decline in its relative 
importance. Our estimates, shown in Graph 3 and Tables IV, V and 
Vi, suggest that communications, in the narrow sense of railways, 
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Main Components of Public Capital Formation 
ins PUBLIC CAPITAL FORMATION 
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roads, bridges and harbour works were the main component of public 
capital formation. Until the mid-eighties, communications invest- 
ments accounted for as much as three-quarters of total government 
capital outlays. From the mid-eighties, the relative importance of 
communications declined somewhat, mainly because of the decline in 
proportion of outlays on roads. Its share remained at about two-thirds 
throughout the depression and until the first world war. From 
1917/18, railways also declined relatively, even though the absolute 
level of outlays rose rapidly. Throughout the ’twenties and ’thirties 
communications still accounted for the main part of government 
capital formation, but at the reduced proportion of about 40% of 
the public sector. (This excludes consideration of local authorities, 
referred to below.) 

The relative decline of communications is not explicable simply 
in terms of the influences on land transport development. It is import- 
ant that despite the high degree of urbanization in the 19th century 
and the rapid concentration of people in towns, government authori- 
ties as a whole were not primarily concerned with urban facilities 
before 1888. No doubt some communications outlays were designed to 
establish urban transport facilities; no doubt also the expenditures 
of governments stimulated urban activities. But it was not until the 
years immediately before the first world war that outlays on urban 
equipment and works began to rise substantially. Then, the growth 
of water and sewerage systems, the provision of electricity services 
and public buildings in towns undermined the relative importance of 
investment in communications. 

The concentration on communications simply displays the major 
obstacle of distance in Australian economic growth and the virtual 
absence of organized land transport in the beginning. By the mid- 
fifties, policy was committed to separate colonial development of rail- 
ways and to the assumption that ordinary roads, at least as trunk 
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RS TABLE V 
phe Gross Capital Formation: Local and Semi-Government Authorities 

(£000) 

ek Year N.S.W. Q S.A. Tas. Vic. W.A. Total 
1860 71 - 44 - 263 - 378 
DON 1 99 - 46 - 242 ~ 387 
tins 2 114 - 46 - 294 - 454 
aye 3 125 - 48 1 289 - 463 
] 4 111 - 48 17 417 - 593 
dike 5 122 ~ 43 20 498 - 683 
SBA 6 105 - 71 73 400 - 649 
tote 7 122 - 91 65 500 - 778 
8 163 - 69 72 472 _ 776 
9 178 20 65 65 507 - 835 
AAT 70 159 14 73 60 595 - 901 
tote 1 148 19 66 61 646 - 940 
bn 2 171 21 67 63 579 - 941 
3 81 27 69 61 682 _ 920 
_ 4 186 31 81 69 708 - 1,075 
SRE 5 152 31 83 67 613 - 946 
Fue 6 200 32 93 92 649 - 1,066 
7 215 53 105 79 652 - 1,104 
i 8 301 54 119 93 734 1 1,302 
nee 9 295 61 162 96 744 1 1,359 
80 324 90 136 86 726 3 1,365 
1 325 159 161 93 718 8 1,464 
2 397 180 160 73 829 6 1,645 
sa: 3 443 225 172 86 947 7 1,880 
Senin 4 452 295 191 94 1,098 5 2,135 
5 529 340 153 109 1,021 8 2,160 
6 555 430 144 118 1,104 6 2,357 
tH 7 649 438 102 125 1,077 18 2,409 
oa 8 549 453 95 133 1,235 14 2,479 
wre 9 554 485 150 95 1,767 13 3,064 
90 644 510 251 130 2,279 14 3,828 
pre 1 980 341 223 132 1,848 11 3,535 
ord 2 1,066 276 209 165 1,787 17 3,520 
3 729 259 114 114 1,703 20 2,939 
4 642 215 118 113 1,189 18 2,295 
5 1,269 214 116 109 1,366 65 3,139 
er 6 729 248 113 87 1,290 85 2,552 
ba 7 827 261 111 83 1,161 193 2,636 
8 690 338 119 124 1,151 216 2,638 
9 715 324 112 94 1,189 198 2,632 
vaNe 1900 1,055 402 110 161 1,220 172 3,120 
me) 1900/01 395 476 206 107 1,412 155 2,751 
NNv 01/02 328 416 200 102 1,273 194 2,513 
02/03 340 368 189 87 1,165 174 2,323 
Beh 03/04 369 295 191 105 1,150 254 2,364 
Nes 04/05 369 310 198 117 1,287 282 2,563 
Tove 05/06 395 363 201 109 1,313 267 2,708 
06/07 555 401 213 117 1,438 232 2,956 
07/08 866 461 298 153 1,596 199 3,573 
S82 08/09 1,109 440 738 153 1,724 172 4,336 
S58) 09/10 1,228 406 679 154 1,763 180 4,410 
mie 10/11 1,338 519 748 194 1,899 187 4,885 
alee 11/12 1,475 663 731 210 2,276 216 5,571 
Pit) 12/13 1,615 728 627 217 2,782 296 6,265 
Phe: 13/14 1,728 815 608 220 2,719 363 6,453 
14/15 1,904 881 633 228 2,835 331 6,813 


15/16 
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TABLE V—continued 








Year N.S.W. Q. S.A. Tas. Vic. W.A. Total 
16/17 2,007 798 638 342 2,191 199 6,175 
17/18 2,095 821 673 346 2,094 214 6,243 
18/19 3,007 879 698 319 2,293 204 7,400 
19/20 3,262 1,582 549 621 2,669 241 8,924 
20/21 4,110 2,077 665 598 2,718 324 10,492 
21/22 4,649 2,170 755 663 3,078 377 11,692 
22/23 4,894 7A Va 855 727 3,589 417 12,994 
23/24 5,412 3,307 902 742 4,486 486 15,335 
24/25 6,051 3,899 1,042 762 5,484 567 17,805 
25/26 7,085 4,005 1,225 820 6,216 632 19,983 
26/27 8,588 4,555 1,399 993 6,680 745 22,960 
27/28 9,673 4,688 1,554 1,004 7,037 951 24,907 
28/29 10,263 3,960 1,412 955 7,244 1,228 25,062 
29/30 10,246 4,019 1,383 930 6,429 1,326 24,333 
30/31 9,427 3,331 855 428 6,841 872 21,754 
31/32 5,190 2,973 874 470 4,127 848 14,482 
32/33 5,497 3,465 890 499 4,283 734 15,368 
33/34 6,628 3,878 919 487 4,762 576 17,250 
34/35 8,819 4,472 796 353 4,886 545 19,871 
35/36 8,810 4,894 1,022 360 5,763 530 21,379 
36/37 13,783 4,795 968 446 5,766 678 26,436 
37/38 16,505 5,560 1,008 646 6,271 711 30,701 
38/39 14,125 4,767 1,022 756 6,770 744 28,184 





roads, were obsolescent. This latter assumption, by no means un- 
reasonable before the use of pneumatic tyres, persisted well into the 
20th century and determined the relationship between roads and 
railways for a long period. For a time, ordinary roads were essential, 
particularly during the ’sixties when available funds to finance rail- 
way construction were limited and roads were, to some extent, import- 
ant as means of access to railway works. As Table VI suggests, out- 
lays on roads were important in colonial government capital expendi- 
tures until the late ’sixties. Then, with the spread of lines, changed 
contractual arrangements and rapidly increasing funds, the assump- 
tion that roads were obsolescent could have full play. While roads 
outlays declined, relatively, from about a fifth to a tenth of govern- 
ment capital formation, railways rose markedly to account for about 
half or more in the ’seventies. Increasing borrowing in Britain, com- 
mitted largely to railways, raised their share as high as two-thirds of 
the total government outlay, as the main trunk system of Australia 
was laid down and the separate colonies engaged in rival building 
for control of intercolonial commerce. 

Depending so much on British capital, railway investment was 
most directly influenced by the difficulties of overseas loan raising in 
the “nineties and, during the slump, railways declined more heavily 
than did other sectors of public capital formation—falling well below 
half the total. With the beginning of the 20th century, one special 
new element appeared in the formation of the Commonwealth Govern- 
ment, interested in the construction of a transcontinental railway line. 
This was supplemented by some resumption of State building, mainly 
in preliminary efforts to service the expansion of wheat farming in 
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the building of branch lines, though this was limited by the reliance 
on domestic loan funds for new building. The completion of the trans- 
continental line brought railway investment down for a time, but a 
new railway ‘‘boom’’ was resumed in the ’twenties, backed by large 
supplies of British capital. The ’twenties saw the extensive building 
of branch networks, part of a large-scale conception of Imperial re- 
settlement, closer land occupation and the development of wheat 
farming. But this was the finale. The depression of the ’thirties 
brought the share of railways down to one-third of the total, a posi- 
tion from which it did not recover. 

At the same time, in this concluding phase, roads received a 
modestly increased share of attention by State governments, rising 
(now combined with bridge and harbour works) from 7-8% in the 
early ’twenties to as high as 23% in 1932/33. In line with this, the 
growing importance, absolutely and relatively, of local authority out- 
lays added further to the attention given to road systems. The difficulty 
of making any satisfactory separation of local authority outlays 
limits very much the value of any conclusion one may try to reach 
on the relative importance of road building and maintenance. As we 
have already suggested, a good deal of the rising local expenditures 
were directed to urban facilities of water and sewerage, business 
undertakings, ete. But the limited division which is possible suggests 
that local roads expenditures also rose rapidly, indeed as part and 
parcel of the process of town development as well as in the care of 
minor country roads. In the depression of the ’thirties, local authori- 
ties received increasing aid for road works as part of a general un- 
employment relief. How efficiently this crisis expenditure was carried 
out is, of course, very much open to question. 


Structural Changes in Productive Equipment 


The construction of residential facilities and the growth of com- 
munications, and possibly also of some other government facilities, 
formed, in a sense, the context within which basic productive equip- 
ment was provided in the private sector. It is at this point that the 
really fundamental structural alterations in the economy and the 
contrasts between the two main phases of expansion emerge. This 
structural contrast can be described in a variety of ways, each of 
which is useful in raising different aspects of the same phenomena. 
Specifically, growth of productive assets in the 19th century concen- 
trated on pastoral equipment, with a substantial but very much 
smaller proportion of resources devoted to industrial and commercial 
structures and equipment. The second main phase was associated with 
the relative decline of pastoral capital formation (indeed, on our 
figures, an absolute decline) and the rise to prominence of industrial 
and commercial investment. 

The same contrast might be posed in terms of the 19th century 
preoccupation with productive investment in export activity and the 
transition to the 20th century emphasis on capital formation for pre- 





410 THE ECONOMIC RECORD DEC, 


dominantly local production; it emerges in another guise as a con- 
trast between the 19th century development of capital through rela- 
tively primitive construction works, relying on unskilled migratory 
labour, and the 20th century installation of (often imported) complex 
structures and machinery, depending on skilled operatives; and, to 
repeat an earlier theme, it can be stated in the form of the change 
from the growth of rural equipment in the 19th century to the pre- 
dominance of urban productive equipment after 1900, essentially 
through the growth of industrial and commercial assets. 

One of the extraordinary achievements of the period to 1892 (the 
date of downturn in flock populations) was the establishment, even 
though somewhat insecurely, of the level of stock-carrying capacity 
with which the Australian pastoral industry was content until the 
Nazi War.‘ This position was reached from the point, in 1861, in 
which stock numbers were small, the industry was geographically 
highly concentrated and very little physical equipment existed. 

High prices for wool in the early ’sixties and the necessity to move 
for expansion in New South Wales and Queensland, away from 
natural water supplies were the specific stimuli to undertake the 
large-scale equipment of pastoral stations. A first approach in these 
areas to fencing and water conservation facilities was interrupted by 
a sharp fall in wool prices and something of a financial crisis in the 
second half of the ’sixties. The lucrative opportunities to be derived 
from high wool prices as they recovered in the beginning of the 
’seventies and the high physical productivity of new pastoral equip- 
ment initiated a new phase of heavy pastoral investment, rising to a 
peak in 1877. Here, the expansion was supported by the rising inflow 
of British capital passing in particular into the hands of banks and 
some specialized pastoral financing enterprises. For two decades, 
during 1872-91, pastoral capital formation was the leading field of 
investment in productive equipment and, indeed, rose above residen- 
tial capital formation during 1874-81 and again for most of the second 
half of the ’eighties. 

Pastoral investment was, nevertheless, a highly unstable com- 
ponent of the private sector. Although investment projects were 
undertaken with long-term considerations in mind, they were subject 
to violent interruption by changes in the availability of funds and 
fluctuations in the weather. The rise in the seventies, to 1877, carry- 
ing pastoral investment to about one-half the private sector was 
sharply reversed by a crisis in foreign exchange, contraction of bank 
eredit and stock losses due to drought. A marked price recovery in 
1880 was coupled with a considerable extension of specialized financ- 
ing agencies and a brief boom in pastoral equipment followed, con- 
centrated on new station formation in the more arid areas, particu- 
larly in western New South Wales and in central Queensland. High 
costs of construction due largely to the competitive pressure of new 


4. There were, of course, important regional readjustments, with subsequent 
increases in carrying capacity of specific areas after 1900. 
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entrants in areas poorly served with transport forced this brief boom 
to a halt and the level of pastoral investment was held in check by 
climatic conditions in the period 1882-5. At the same time, a decline 
in wool prices, from the brief peak of 1880, made pastoral investment 
less attractive, at least in terms of returns from wool sales. The end 
of the drought and some recovery in wool prices restored expectations ; 
and the high demand for stocking on newly-formed stations added 
another substantial inducement to new capital outlays to expand flock 
populations. 

The heavy outlays on capital equipment, rising to the high levels 
of 1886-91, created an untenable position, discouraging further 
financing of pastoral expansion. The decline in wool prices in 1892 
and the onset of drought forced the beginnings of a downturn of 
sheep populations. To the growing difficulties of general depression 
and pressures from British creditors were added the longer-term dif- 
ficulties arising from overstocked pastures and the competition of 
predators. These difficulties culminated in the extreme drought con- 
ditions of 1902, almost halving the Australian sheep numbers. 

In the meantime, the rapidly growing urban communities were 
being equipped with important but relatively very much less sub- 
stantial industrial and commercial assets. Throughout the whole of the 
19th century, neither commercial nor industrial activity was able to 
attract a high proportion of resources for expanding productive cap- 
acity and the process of growth depended on the development from 
small scale undertakings. Moreover, the share of industrial capital 
formation in the total seems to have been further restricted by the 
tendency, suggested by available statistics, severely limiting the 
capital intensity of manufacturing. At the end of the ’fifties, very 
little in the way of industrial equipment existed. On the other hand, 
displaced miners with some accumulated earnings and, more par- 
ticularly, merchants who had acquired some considerable fortunes in 
dealings on the goldfields moved into small industrial enterprises after 
1858. Protected by distance from Britain and by the high prices of 
imports at the end of the gold period, a modest boom in industrial 
investment developed. It rose to an exceptional level in 1869 and then 
receded, according to some sources, as the specific support from 
accumulated gold earnings was exhausted. Thereafter, industrial in- 
vestment occupied a fluctuating position, moving around 10% of 
private capital formation and tending to drop further behind during 
the ’eighties. 

Sheer distance forced the pace of industrial growth and local 
enterprise was greatly stimulated by rising building activity, espec- 
ially residential building and by the opportunities for processing local 
materials. Despite the specific opportunities from the high demand 
for building and construction materials the industrial sector was in 
a peculiarly weak position: it lacked the specialized financial agencies 
on which growth in other sectors was supported; skilled labour sup- 
plies were limited; and, perhaps more than any other sector it was 
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caught increasingly between the competition of imported goods whose 
prices were falling and the inflationary pressures resulting in rising 
domestic wage rates and sustained high interest rates. Industrial 
expansion tapered off from the mid-eighties and the level of activity 
followed the general downturn in the depression in the ’nineties. 

As the economy recovered from the middle of the ‘nineties, it 
was still beset wth basic financial problems affecting, perhaps most of 
all, the resumption of investment in the pastoral industry. Large 
numbers of foreclosed properties were still in the hands of finance 
companies; the banking system was afflicted by the risks of with- 
drawal of funds to Britain. The drought of 1902, the large-scale with- 
drawal of British capital which followed and delays in the financial 
reconstruction of stations and companies appear to have beea import- 
ant factors as late as 1910, limiting any new capital formation in the 
industry. Moreover, output continued to rise, thanks to much greater 
attention to fleece weights and any incentive to expand capacity was, 
to this extent, diminished. Pastoral investment declined to a minor 
position in the private sector. Protective outlays, to deal with rabbits 
and droughts, may have been important in the early years of the 
century; but a great deal of the gross outlays by stations was for 
replacement of wasted equipment. It was not until the ’twenties that 
any new outlays on a substantial scale were undertaken when the 
growth of mixed farming and the introduction of new farm equip- 
ment stimulated a modest revival of pastoral-cum-agricultural invest- 
ment. Later, in the ’thirties, outlays on station and farm equipment 
were to figure a little more prominently ; but-at no stage in this period 
was the industry required to engage in a process of capital formation 
at all comparable to the experience of 1872-91. 

While pastoral investment played little part in recovery from 
1896, the stage was taken briefly by gold-mining, particularly in 
Western Australia. Our estimates greatly understate the importance 
of mining in the second half of the ‘nineties. Although it was import- 
ant in inducing recovery, mining investment did not continue import- 
ant for long; after 1908 it dropped to an insignificant position. The 
main story of recovery and expansion turned on the growth of com- 
mercial and industrial assets. Their relative importance in the private 
sector increased quite steadily—combined, they tended to run at 
about one-third of the private total in the first decade of the century, 
lifted to about 40% in the boom before the first world war and, after 
the war, moved during the twenties between one-third and one-half 
private capital formation. 

Not very much can be said, with available knowledge, about the 
experience of commercial investment. Indeed, we are almost com- 
pletely ignorant, also, about the story of industrial development dur- 
ing the period 1896-1914, a period which appears, on our figures, to 
be important in the process of transition to a relatively highly indus- 
trialized economy. Our estimates would suggest that two spasms of 
growth occurred, the first in the course of recovery from the depres- 
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sion of the ’nineties, falling briefly in the recession to 1904/5 and 
rising again to a considerably higher level immediately before the 
first world war. This early growth still depended a good deal on 
demand for building materials. The behaviour of industrial invest- 
ment conforms fairly closely to the course of residential and railway 
investment, two factors which were of the greatest importance in 
stimulating expansion in the 19th century, and the Statistical Regis- 
ters confirm this association. It is possible also that the formation of 
a tariff-free area by Federation may have been a special inducement 
to local expansion, just as the second rise in the level of industrial 
capital formation may have gained another boost by tariff adjust- 
ments. But new factors were intervening. Innovations in power and 
light played a big part in early industrial expansion. Electricity 
generation encouraged also other activities, especially refrigeration 
and ice production, meat preserving and other food products. Growth 
in food production sustained the industrial growth of the first decade. 

The war brought a sharp decline in the level of industrial invest- 
ment, mainly due to dislocations as a result of shortages of imported 
materials and equipment. This was a very short-term reaction; war 
demands boosted certain sections of industry and, at the same time, 
stimulated extensive import-replacement, including output of the iron 
and steel industry, particularly in the final two years of the war. 
This was the first stage in the large-scale industrial expansion of the 
‘twenties, resumed, after the depression, throughout the ’thirties. 
This expansion was, in fact, most striking in terms of the growth of 
productive equipment. In the course of the ’twenties decade, indus- 
trial fixed assets more than doubled, greatly widening the scope of 
employment and the range of Australian industrial production.’ The 
content of the industrial sector changed a great deal. Innovations in 
consumer goods, in the motor car and eycle, the production of radios 
and other electrical goods, now had a substantial effect on Australian 
domestic production; the growth of these industries reacted back on 
others, the rubber industry, electrical equipment, copper production, 
ete. New methods and materials used in construction and buildings 
expanded the output and stimulated increased capacity in structural 
steel and cement. The rising government outlays, particularly on rail- 
ways, encouraged at least the maintenance of steel plant and gave 
some further inducement to the installation of new engineering equip- 
ment. Rising population and standards of income stimulated growth 
in textiles and food production. Behind all these specific influences 
lay the hand of government which had introduced a highly protective 
tariff policy at the beginning of the ’twenties and which provided 
machinery for specific tariff adjustments throughout the ’twenties. 
And underlying the relative prosperity of the ’twenties lay the large- 
seale inflow of British capital, primarily channelled into government 
hands, with which were financed the works activities which gave 


5. I am indebted to an unpublished Ph.D. thesis of Mr. C. Foster for some of 
the points which follow. 
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special encouragement to a wide range of Australian industrial 
activity. 

The growth of fixed assets tended to slacken off relatively early 
in the ’twenties and, indeed, industrial investment sagged quite slowly 
into the depression of the ’thirties, moving down rather earlier than 
the other main components of private or of public capital formation. 
Recovery in the ’thirties dees not appear to have depended on major 
innovations, but to have been based on the pattern established in the 
"twenties. 


N. G. Buti 
Australian National University. 


APPENDIX NOTE 


Other estimates described as “investment” have been made, in Wilson, Public 
and Private Investment in Australia, and:in the Treasury Paper, National Income 
and Expenditure (serial). The Treasury Paper has also made estimates of Civil 
or Public Works. These and our estimates are not directly comparable. The Treasury 
Paper estimates of public “investment”, at any rate, are not concerned with public 
capital formation in our sense. Apart from this, there are some important conceptual 
differences and, in Wilson’s case, serious procedural weaknesses—of which he was 
aware. We have attempted a consistent measure of the flow of goods and services 
required for the creation and replacement of durable physical assets, with life ex- 
pectancies exceeding one year. Our estimates exclude stocks. This approach has 
been made to both the public and private sector. Subject to various revisions (the 
main revisions are given in brackets) in the Treasury Paper, the following contrasts 
emerge: 


Australian Investment and Capital Formation—£m. 








Public Sector Private Sector 
Wilson 7 Butlin Wilson tai gol Butlin 
“Investment” Works 
1937/38 188 n.a. 75 30 n.a. n.a. 68 
1938/39 n.a. 122 (113) 74 n.a. 24 56 (62) 64 





In private investment, Wilson included all consumer durables, livestock, all 
motor vehicles and changes in stocks. We have left all these out (Wilson’s total 
for these in 1937/38 was £93m.) except for business vehicles caught in the net of 
industrial assets and public outlays. The large difference which remains is due 
primarily to (a) Wilson’s inclusion of motor accessories, (b) his crude assumptions 
in using building permits to estimate residential investment (he was fully aware of 
the limits of his methods here) and (c) his double-counting of flows of goods 
between the public and private sectors. 

The Treasury Paper has altered its approach and its estimates in successive 
issues. To begin with, it followed Wilson, but omitted livestock and consumer 
durables. Nevertheless, it continued to include all motor vehicles—in 1938/39, these 
were £20m. excluding trucks, etc. Further, it made a large allowance for residential 
maintenance in the early issues—in fact, £12m.—even though it included already a 
large item of £28m. for new building, alteration and addition, covering the main 
replacement elements. In later issues, this figure for residential maintenance was 
omitted. Finally, it, too, included motor accessories and various items of other 
transport equipment amounting to the figure of £7m. Deducting, then, £39m., we 
have an adjusted official estimate of £8lm. These basic adjustments bring the 
Treasury Paper estimate within striking distance of ours at £74 m. 

Being only marginally interested in an estimate of public investment, Wilson 
was content with the rough figure of loan expenditures, and never intended this 





| 





195! 


to be 
ment 
a ch 
a fig’ 
to pl 
struc 
outle 
auth 


ment 
taki 
£7m. 
estin 
take 
time 





aow@mt@W @ e-te™ == 3 


ll 
il 
vf 


S 
vf 
Is 





— = 





es 


1959 CAPITAL FORMATION 1861 To 1938/39 415 


to be treated as an accurate estimate. The Treasury Paper figure of public “invest- 
ment” of £24m. is not designed as a measure of public capital formation but describes 
a change in indebtedness in defining the uses of certain funds. Elsewhere it gives 
a figure of £56m., later revised to £62m., for public works, taken as an approximation 
to public capital formation. This figure covered all outlays on new buildings, con- 
struction, plant and machinery and on replacement of wasted assets. All road 
outlays, including repairs, were included, but maintenance outlays of public 
authority business undertakings omitted. 

We have, in fact, taken it to be more consistent to make an estimate of replace- 
ment carried out through the maintenance outlays of public authority business under- 
takings, primarily railways. In 1938/39, the main addition on this account was 
£7m., which would yield an adjusted original figure of £63m. and an adjusted revised 
estimate of £69m. Our replacement estimate is not the maintenance outlays, but is 
taken as proportions of maintenance expenditures, varying between States and over 
time. 





NOTES 


GEOFFRY CHANDOS BILLING: 1898-1959 


Geoffry Chandos Billing, Donald Reid Professor of Economics in 
the University of Otago, died on 7th October, 1959, in Dunedin at the 
age of 61. He had been a member of this university since his appoint- 
ment to the first full lectureship in Economics in 1930, and had held 
the Donald Reid Chair since 1947. 

Billing was born in South Australia and graduated as a Bachelor 
of Arts from the University of Adelaide in 1922. He entered the London 
School of Economics in the following year, and had almost completed 
his course there for the degree of Doctor of Philosophy when he 
suffered illness. This misfortune, and the consequent depletion of 
finances, obliged him to leave London without completing the degree. 
A bitterly disappointing experience, but Geoffry Billing never allowed 
anything to embitter him. He took an instructorship at the Gordon 
Institute of Technology, Geelong, in 1926, and, a year later, a W.E.A. 
tutorship in Tasmania. 

At London he had met A. G. B. Fisher who, after completing his 
Ph.D., was appointed to the Professorship of Economics at Otago. In 
those days professors had little assistance, and the best Fisher could 
get was an arrangement to share, with the Professor of Philosophy, the 
services of a brilliant double honours graduate, R. W. Souter. But 
when Souter left to take up an appointment at Columbia, following his 
remarkable feat of winning first prize in a world competition for the 
best critique of ‘‘Profits’’ by Foster and Catchings, Fisher succeeded 
in getting a full Lectureship in Economics. Billing took up this posi- 
tion in 1930. Two years later he was granted a Rockefeller Fellowship, 
and went to London to begin a Ph.D. course again. A valuable thesis 
on protection in relation to New Zealand industries won high com- 
mendation, and Dr. Billing returned to Otago at the beginning of 
1935. 

It was there that I first met him as a third year student, and 
found his course in economic history a pleasant, vivid and scholarly 
exploration of the period. But he, like Fisher, did much more for 
advanced students outside the lecture room than within it. They were, 
indeed, a wonderful pair of teachers, having the happiest relations 
with each other and with their students. I remember how one or the 
other would give a student some book he should read and, when this 
was returned to the room they shared, both often joined in a discussion 
with the student about what he had read. Their easy assumption of 
intellectual equality was at once a stimulus and a valuable initiation 
into the companionship of learning. 

Fisher left Otago for Perth in 1936, and was succeeded by Souter. 
Billing characteristically did everything possible to help the transition 
and undertook advanced lectures in theory as well as his usual courses 
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in economic history, economic geography and statistics. He gave a par- 
ticularly good course in the then new and tortuous theory of imperfect 
competition, lucidly but exactly tracing its development from certain 
passages in Marshall’s ‘‘Principles’’ to the abstract geometry of Joan 
Robinson. I recall no lectures at Otago which were more illuminating or 
better done. 

During the next two years, when I was a research student and 
assistant at Otago, our relation developed into a lasting friendship. 
Geoff’s personal qualities were even more impressive than his academic 
abilities, and inspired unshakeable trust in his integrity and kindness. 
I left Otago in 1939, but our friendship continued to develop, not only 
through many opportunities for co-operation in university affairs, but 
also through frequent visits I had to make to Dunedin for personal 
reasons. It was always good to get his views on matters of common 
interest and to enjoy the warm hospitality of the home which meant 
so much to him. 

The war brought difficulties and, for the Department at Otago, 
these were later increased by Souter’s failing health. Billing had to 
meet problems which made heavy demands upon him, but managed 
them remarkably well. Souter’s death was a great loss to New Zealand 
scholarship, but was compensated by Billing’s appointment to succeed 
him. 

He soon displayed remarkable qualities as Head of the Depart- 
ment. Helped by the more adequate finance made available soon after 
the war, he quickly built up a strong and lively department. Harro 
Bernardelli was appointed to a Senior Lectureship (later to a Reader- 
ship), and given full scope for developing his own distinctive teaching 
of mathematical economics. Christopher Archibald came out from 
London for two years to mix theory, history and fabianism. Ken Blakey 
not only brought sound scholarship to the Department but also admin- 
istrative strength. Two Otago graduates, Valerie Muir and Conrad 
Blyth, added, for a time, the verve of their youthful brilliance. It was 
more than a pleasure for an assessor to visit Otago in order to spend 
time with this group, and to see the impressive results of their teaching. 

Such colleagues made it possible for Billing to find time for im- 
portant contributions to university administration. He was Dean of the 
Faculty of Arts and Music at Otago in 1951, and Dean of the Faculty 
of Commerce from 1952 until his death. In this position he worked hard 
for the development of Commerce courses, helping the improvement of 
teaching and examining. This last year, he had secured approval and 
funds for an Otago Diploma of Business Administration, the result of 
reflection after a period of sabbatical leave in 1956 partly spent investi- 
gating the teaching of business administration in England. 

He also did much for the development of Commerce in the Uni- 
versity of New Zealand as a whole. From 1949 to 1957 he was a member 
of the Academic Board and, during 1954, also of Senate. We looked to 
him for leadership in our attempts to improve the B.Com. degree, and 

relied upon his skill in drafting changes and securing their approval 
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by the Academic Board. Nor, of course, was he indifferent to larger 
issues ; we are grateful, in particular, for the strong support he always 
gave to the developments which are culminating in the disappearance 
of the University of New Zealand and the rise of four full autonomous, 
local universities. 

These heavy duties naturally lessened opportunities for research, 
but Billing never gave up this important side of his work. His contribu- 
tions to the Economic Record extended over thirty years, beginning 
with ‘‘Productive Efficiency in Tasmanian Farming’’ in 1929, and 
ending with the current ‘‘The New Zealand Economy, 1958-59’’, a job 
he finished just before his death. The intervening articles were mainly 
connected with his special interest in industrial organization, as was 
an article, ‘‘The Industrial Pattern and New Zealand’s Future’’, pub- 
lished in the Economic Journal two years ago. Two notable contribu- 
tions also appeared in the Canterbury Chamber of Commerce Economic 
Bulletin, ‘‘Manufacturing in New Zealand under Import Control’’ 
(July 1958), and ‘‘The Pattern of New Zealand’s Trade’’, also to be 
published posthumously. 

No one, moreover, did better work in acquainting the people of 
New Zealand with academic opinion on current economic problems. For 
many years he gave regular radio talks, wrote articles for Dunedin 
newspapers, gave interviews to the Press, and spoke to such bodies as 
the Chamber of Commerce and the Society of Accountants. He was 
excellent at all this, able to give a penetrating analysis and to present 
it with a clarity and ease that made his contributions as pleasurable as 
they were enlightening. j 

Billing was a university man in the best and fullest sense, con- 
tributing generously and successfully to teaching, research, academic 
administration and public relations. It is sad, but fitting and altogether 
characteristic, that he died when pioneering a new development in 
business education, and just after completing two articles, one for a 
learned journal and the other for a Chamber of Commerce Bulletin. 
New Zealand and, in particular, the university, has lost an outstanding 
professor. We, his colleagues, have also lost a highly valued friend. It 
is difficult in print, to express such things, but those who knew him 
well understand the many facets of the bare statement that Geoffry 
Billing was, above all else, an exceptionally fine man. 


C. G. F. Smmx1n 


University of Auckland. 
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THE MARGINAL CAPITAL/OUTPUT RATIO* 


1. The marginal capital/output ratio for the economy as a whole 
probably varies erratically as industries of varying capital intensity 
take over the lead in the year’s economic growth. Despite this, it should 
be possible to specify the order of magnitude of the ratio. Is it 5:0 
or 0°5? This note reviews several methods (of varying degree of 
unreliability) of trying to answer the question. 

2. The first approach is based on estimates of national wealth. 
J. M. Garland and R. W. Goldsmith! have estimated a wealth/output 
ratio of 3:32 for 1956 which is shown dissected in Table I. 


TABLE I 
Wealth/Output Ratio, 1956 





Dwellings ae oh “a “* ee oe de as 
Equipment (incl. 30% of cars, 100% other vehicles) .. 
Household cars ag a ws a ne Sa 
Public works .... 

Consumer durables .. 

Livestock 

Inventories 
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For purposes of comparison with the National Income and Expenditure 
white paper figures for public and private fixed capital formation, the 
relevant capital/output ratio is the sum of the first four items in this 
table, viz. 2:7. This figure is based on depreciated capital values and 
so, as Dr. W. Salter has pointed out to me, if we are prepared to make 
heroic assumptions (stationary economy, constant techniques, no 
economies of scale, the efficiency of maintenanced equipment does not 
decline with age and straight line depreciation) we could expect the 
marginal capital/output ratio to be of the order of double the average. 
Professor Karmel, however, has shown that on more realistic assump- 
tions the multiple will be significantly less than 2. This line of reason- 
ing does not therefore do more than suggest that the capital/output 
ratio is in the range of 3 to 5. 

Although there is no reason to expect the capital/output ratio in 
manufacturing to be the same as in other industries it may be noted 
that the factory census for 1955-56 gives a ratio of plant, machinery, 
land and buildings to value produced of almost 1:0. While this is com- 
parable to the 0-9 in Table I, it should be remembered that the factory 
census includes ‘‘value of land’’ and also that the ‘‘value of produc- 
tion’’ overstates factory contribution to the national income. 


_.* Professor H. W. Arndt and Dr. W. E. G. Salter have assisted me with 
criticism of this note. They are in no way responsible, however, for the views I 
have expressed. 

1. Paper entitled The National Wealth of Australia, by J. M. Garland and 
R. W. Goldsmith, delivered to a meeting of the I.A.R.I.W., in 1957; to be published 
in the Association’s Income and Wealth series. 

Professor Karmel’s note on “Depreciation and the Capital Stock” is to be 
published in the next issue of the Economic Record. 


420 THE ECONOMIC RECORD DEC. 


3. A second method is based on an attempt to distinguish the 
investment required to equip the growing employed work force from 
other net investment. The former we shall call ‘‘expansive’’ investment 
since it is associated with the expansion of the population frontier; 
other net investment, including both deepening and innovatory invest- 
ment, will be called ‘‘intensive’’ investment since it is within the 
population frontier.2 In order to distinguish the two types of invest- 
ment as sharply as possible we shall assume that in any year the newly 
employed workers are equipped at last year’s capital/output ratio. 
Further, we shall assume constant scale returns—which means that 
actual increasing returns resulting from the growth of the population 
are implicitly wrongly attributed to some other cause such as innova- 
tion. 

During the 1950’s the employed work force typically rose by 
around 65,000 persons who would have produced, at 1955-56 prices, 
£90 million of national product.* To do this they would have required 
to be equipped with capital equipment (expansive investment includ- 
ing machinery, hospitals, cars and houses) of 90 a where a is the pre- 
vailing capital/output ratio. 

Intensive net investment tends to raise the capital/output ratio 
by adding to capital and tends to reduce the capital/output ratio by 
raising productivity per worker. If the capital /output ratio is constant 
then the volume of intensive net investment, expressed as a proportion 
of the capital stock at undepreciated values, equals the rate of produc- 
tivity increase per worker, i.e. 
od =» a : base period capital/output ratio at undepreciated 
ws capital values. 

h : intensive investment as a proportion of national 
product. 
p : rate of increase in product per worker. 


However, if the capital/output ratio within the population frontier is 
rising at say 2% per annum, the increment in capital (h) in the year 
after the base year is compounded of two parts: for if there were no 
rise in national production then the capital/output ratio would be 
raised 2% by increasing the capital stock 2%, i.e. h = :02 a; but if 
productivity per worker is rising at p% per annum the new capital 
stock (1:02 a) must be raised at the same rate. Hence in the year fol- 
lowing the base year 


h = 02 a + 1:02 ap. 
A relationship of this form holds for any assumed rate of productivity 


2. Intensive investment may lower the capital/output ratio if the investment 
involves a highly productive innovation. The division of net investment between 
intensive and expansive corresponds to investment which does and does not raise 
the capital/labour ratio. This is a useful distinction in formulating both long and 
short-term theories of investment. 

3. Output per employed person is estimated at £1,390 for 1955-56 (£1,260 for 
1953-54). Statistics have been drawn from the National Income and Expenditure 
white paper for 1957-58. A calculation for 1953-54 gives similar results to those 
given in the text. 
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increase and in the immediately following discussion we shall assume 
that the national product per worker has been rising at 24% per 
annum. 

Expansive and intensive net investment together sum to net invest- 
ment. In 1955-56 total net investment (public and private) was £1,063 
million and since G.N.P. was £5,297 million we may write 

90 (a) + 5,297 (h) = 1,063. 

Further application of our concepts to actual statistics, however, now 
comes up against the difficulty that we have no direct knowledge of the 
rate at which the capital/output ratio is changing—and therefore no 
certain knowledge of which of the relationships in the previous para- 
graph to use. We can, however, make our best guess and then see what 
capital/output ratio this implies. With the warning that slightly differ- 
ent guesses will give markedly different capital/output ratios, the 
writer’s best guesses are as follows: 


(i) The capital/output ratio might be expected to move propor- 
tionately to the energy consumption/output ratio. Since an 
index of energy consumption in manufacturing and an index 
of factory production both rose by approximately 68% from 
1948-49 to 1957-58, this suggests a constant capital/output 
ratio in the manufacturing sector.® 


(ii) It seems unlikely that the capital/output ratio has been 
falling during the past decade, if only because immigration 
has stimulated business optimism and so business investment. 
At the other end of the scale it seems equally unlikely that 
the capital/output ratio has risen at more than 2% per 
annum. For such a rate, together with a rise in product per 
worker of 24% p.a., implies that the capital/labour ratio is 
rising at the rate of 44% p.a—a considerable rate when 
compounded over a decade. 


The implications of these guesses are shown in Table II, the esti- 
mates in each row being obtained by solving the relevant pair of 
equations set down above. Since net investment (1,063) was 20% of 
G.N.P. (5,297) entries in the final column of Table II are obtained by 
subtracting h from -2. 

It would be foolish to suggest that there is anything definitive 
about this exercise in political arithmetic (although it does make cer- 
tain propositions seem improbable, e.g. an average capital/output ratio 
in undepreciated values of 3:0 or less seems unlikely). However, if the 
ecapital/output ratio has been constant in recent years our estimate of 

4. W.E. G. Salter in Statement of Evidence presented at the 1959 Basic Wage 
Case (p. 36) gives a middle estimate of internal productivity increase for 1952-53 
to 1956-57 of 2:5% p.a. 

5. Indices used were the A.N.Z. Bank’s index of factory production published 


in the bank’s Quarterly Survey, and an energy index graphed in the Department of 
Trade’s Survey of Manufacturing Activity, April 1959. 
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that ratio is of the order of 4:8. The marginal ratio would have the 
same value. Finally, the proportion of G.N.P. spent in equipping (in 
the broadest sense) the growing employed work force is estimated at 
8%—a figure which of course excludes the ‘‘intensive’’ investment 
which businessmen have been stimulated to make in the optimistic 
atmosphere generated by the migration programme. 














TABLE IL 
} Intensive Expansive 
Capital/Output Ratio Capital/Output Investment Investment 
is assumed to be Ratio h 

As proportion of G.N.P. 
Goesitatie os ssid. Gs ce 4-78 12 -08 
Rising at 1% pa... .. 3-85 “14 -06 
Rising at 2% p.a. .. .. 3-22 “15 -05 














4, Regression analysis of time series could be expected to throw 
light on the size of the marginal capital/output ratio. J. W. Nevile has 
recently estimated a regression line of private fixed investment on 
changes in the national product.§ Nevile’s enquiry, however, was de- 
signed to investigate certain aspects of Professor Hicks’ Trade Cycle. 
Unfortunately, Hicks’ theory of the trade cycle seems fundamentally 
unsatisfactory in its failure to recognize that autonomous investment 
(to produce goods for sale) creates capital capacity and so reduces the 
need for investment to be induced.’ For example if autonomous invest- 
ment as a constant proportion of G.N.P. is raising productivity per 
worker at the rate of 2% p.a., and if also the employed work force is 
increasing through migration at 2% p.a. then the national product is 
rising at about 4% p.a. On our view it is only the latter half of the rise 
in G.N.P. which induces investment, whereas on Hicks’ view the whole 
of the rise induces investment. It follows that application of Hicks’ 
theory will yield characteristically low values of his acceleration co- 
efficient, and Nevile’s application to Australia and the United States 
confirms this. 

Regression analysis may of course be used to apply our own model 
using, as in Section 3, the relation 


Net investment = a.dY + h.Y 


where dY is the increase in 
the national product resulting 
from the rise in the employed 
work force: 

Y is national product. 


This equation may be used provided it is assumed that the capital/ 


6. Economic Record, 1958, pp. 249-253. 
7. cp T. W. Swan Economic Record, 1950, pp. 196-197. Professor Swan shows 
that this proposition is only a first approximation to a much more complex reality. 
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output ratio is constant.® Because of the earlier work done by Nevile 
the regression equation estimated here is for private gross investment 
(using Nevile’s series and in addition constructing a series for dY 
by computing a series for employment and supposing a productivity 
increase of 2% p.a.)®: 
I, = 88°3 + 3:6 (d¥i-1) + 0-084 Yy-4. 

The coefficients in this relation are remarkably consistent with the 
orders of magnitude obtained by other methods (the other methods 
having of course been applied to public and private net investment). 
However, one should not put too much reliance on the results of such 
regression analysis for investment is a rumbustious variable affected 
both by bursts of optimism and by periodic excess capacity. It would 
scarcely be surprising if Y and dY failed to account for rapid changes 
in its size and composition. 

5. The context of this Note is a sustained growth of the Australian 
population and work force—to a substantial extent through the immi- 
eration programme. In that context it is important to have an approxi- 
mate idea of the capital requirements of the growing population. In 
order to obtain such an idea the critical figure needed is an estimate 
of the marginal capital/output ratio. Although it has been shown that 
each of the methods of making such an estimate is unsatisfactory, it 
seems probable that the ratio is, in round figures, about 5:0. If the rates 
of growth of work force and of population diverge (as they will in the 
next decade) we may wish to modify this figure. But the fact that the 
figure is likely to be as high as 5:0 shows that the choice between a 
greater rate of immigration and less current consumption is not a 
trivial one. Obversely it shows the extent to which the maintenance of 
high employment is at present premised upon the continued stream of 
immigrants. 

Burgess CAMERON 
September, 1959. 


8. If the capital/output ratio is changing, counting from the base year as zero, 
in any year n, 
Net investment = a(1+c¢)"—1, dY +h-Y 
(where c is the rate of increase in the capital-output ratio, and 
h=c(1+c)"—!1 a+ (1+c). ap). 
This equation does not lend itself to linear regression analysis. 
9. Over the longer period the productivity increase appears to have been closer 
to 2% than the 24% of more recent years. 
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THE EFFECTIVENESS OF PREFERENTIAL 
IMPORT DUTIES 


The purpose of this note is to explain the method and to present 
the results of a statistical measurement of the effectiveness of preferen- 
tial rates of duties (Imperial Preference) on imports into Australia 
during the inter-war period. 

These duties made imports from British sources relatively cheaper 
than those from competing foreign sources. The degree to which changes 
in relative prices,! resulting from this policy, influenced the corres- 
ponding relative quantities was measured in this study for a sample of 
single commodities each imported from two sources.” 

If gp and q; denote, respectively, the quantities imported of a given 
commodity from a British source (subject to a preferential rate of 
duty) and a foreign source (general rate of duty), and p» and py the 
corresponding prices, then the degree of responsiveness of proportional 
changes in q»/q; with respect to those in p,/p; corresponds to the 
theoretical concept of the elasticity of substitution. Assuming that 
Qv/G; =f (pv/pys) this elasticity is measured by: 


i a 

or Pt 

d (™) "Qe 

Py qr 
If, moreover, this functional relationship is of the form 
Qvo/Q; = A (pr/py)® (i.e. b, which stands for elasticity of substitution, 
is constant for all values of qz/q; and p,/p;) then, by using historical 
quantity and price-series and by fitting a linear regression between 
log qv/q; and log p»/p,, the coefficient b of the following simple regres- 

sion equation is the required measure of this elasticity :45 


log qo/q; = a+ b log po/py 


1. It is clear that, under certain conditions, the relative quantities were also 
influenced by the level and distribution of the real income of the Australian con- 
sumer, his preferences (i.e. those connected with the “Buy British” campaign), the 
supply of domestically produced commodities and some other factors. 

When one deals with total imports it is very difficult to disentangle the 
effects of numerous factors which are responsible for changes in their sources of 
supply. Moreover, the average price, for example, of such imports has very little, 
if any, practical meaning. But when one deals with imports of single commodities 
from a limited number of sources, these difficulties become less formidable. 

3. Vide: Allen, R. G. D., and Hicks, J. R., “A Reconsideration of the Theory 
of Value”, Economica (New Series—1934), Vol. 1, pp. 52-76 and 196-219; Allen, 
R. G. D., “Professor Slutsky’s Theory of Consumer’s Choice”, Review of Economic 
Studies (1938), Vol. 3, No. 1, pp. 120-129. 

4. The statistical estimates of this elasticity probably differ from its theoretical 
values. It is defined on the assumption that total utility remains constant, but when 
one deals with actual substitution in a market there is no guarantee that this 
condition is satisfied. Hence, the term “elasticity of substitution” refers here to 
statistical estimates only and it merely indicates that the formula employed formally 
coincides with the definition of this elasticity in economic theory. 

5. The first students of international trade who used this method were 
Tinbergen, J., “Some Measurements of Elasticity of Substitution”, Review of 
Economic Statistics (1946), Vol. XXVIII, No. 3, pp. 109-116; Derksen and 
Rombouts, “The Influence of Price on Exports’, De Nederlandsche Conjunctuur, 
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The statistics of quantities and corresponding total values were 
taken from annual reports of ‘‘ Oversea Trade and Customs and Excise 
Revenue’’ (Commonwealth Bureau of Census and Statistics, Can- 
berra). Values of pp and py; were obtained by dividing total values by 
corresponding quantities. These were corrected for tariff rates taken 
from the publications of the Australian Tariff Board (Reports on Tariff 
Items). 

The sample of commodities studied consists of 17 cases and the 
period for which data was available varies from 8 to 24 years.® 

The estimated values of the coefficient b are given, among other 
data, in the Appendix. It is seen that a small number of coefficients 
turned out positive. This positive relationship is evidence of exceptional 
circumstances affecting the demand schedule.’ 

The average value of all negative coefficients b is —2-9 (that of 
negative and positive —2°3). The former value thus suggests that a 
one per cent change in the relative price of imports brought, on the 


Special Memorandum, No. 1 (The Hague—1939)—the results of this study are 
quoted by Tinbergen, loc. cit.; Chang, T. C., “A Statistical Note on World Demand 
for Exports”, Review of Economics and Statistics (1948), Vol. XXX, pp. 106-116. 

See also, inter alia, Brown, A. J., “International Equilibrium and National 
Sovereignty Under Full Employment”, International Affairs (1949), Vol. XXV, 
No. 4, and “The Fundamental Elasticities in International Trade”, Oxford Studies 
in the Price Mechanism (1951) ; Morgan, D. J., and Corlett, W. J., “The Influence 
of Price in International Trade: A Study in Method”, Journal of the Royal 
Statistical Society, Series A (1951), Vol. CXIV, Part III; Orcutt, J. H., “Measure- 
ments of Price Elasticities in International Trade”, Review of Economics and 
Statistics (1950), Vol. XXXII, No. 2; Polak, J. J., “Note on the Measurement of 
Elasticity of Substitution in International Trade”, Review of Economics and 
Statistics (1950), Vol. XXXIII, No. 11; MacDougall, G. D. A., “British and 
American Exports—A Study Suggested by the Theory of Comparative Costs”, 
Economic Journal, Part I—Dec. 1951, and Part II—Sept. 1952; Harberger, A. C., 
“Some Evidence of the International Price Mechanism”, The Journal of Political 
Economy (1957), Vol. LXV, No. 6; Pezmazoglu, J. S., “Some International Aspects 
of British Cyclical Fluctuations, 1870-1913”, The Review of Economic Studies 
(1949-1950), Vol. XVI (3), No. 41; Kubinski, Z. M., “The Elasticity of Substitu- 
tion between Sources of British Imports, 1921-1938”, Yorkshire Bulletin of Economic 
and Social Research (1950), Vol. 2, No. 1, and “Measurements of Elasticity of 
Substitution in International Trade”, The South African Journal of Economics 
(1954), Vol. 22, No. 2. 

6. Owing to the lack of adequate statistics it was not possible to obtain long 
series. Very frequently statistics were, for example, recorded under a common 
heading of “All British Countries” and “All Foreign Countries”. 

But, were the required data readily available the most profitable method of 
studying the problem under examination would have been to measure the value of 
the coefficient b during critical periods. If, for example, the margin of preference was 
changed (or applied for the first time) in 1932 a measure of this coefficient during 
the period prior to that year would have given an answer to the question (1): In 
how many cases might this change have been expected to be effective? Moreover, its 
value during the period following 1932 would have given an answer to the questions 
(2): In how many cases was this change effective? and (3): In how many cases 
was it immediately effective? 

7. It might have been due, for example, to changes in tastes of the Australian 
consumer while supply conditions of the two sources of imports stayed constant, 
just as movements of a demand curve cause the point of equilibrium to trace out 
the course of the supply curve—assuming that the latter remains stationary. 
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average, slightly less than a three per cent change in the corresponding 
relative quantities.® 

The values of correlation coefficients are, however, low. Only 
twenty-eight per cent are above the 0°10 level of statistical significance.® 

The statistical evidence obtained should, however, be interpreted 
with reserve. The limitations of a study like the present one are well 
known and only the most important of these will be briefly mentioned. 

It was assumed that relative quantities are functionally related to 
relative prices; for this to be true the relevant income elasticities must 
be approximately equal.!° However, without an extensive enquiry into 
this problem it is not possible to say what actually happened. Even if 
one ignores this difficulty it is still possible that the relationship will 
not be functional because the regression equation used does not include 
influences, other than relative price, which affected relative quan- 
tities.1!, 12 


8. This figure is higher than those obtained from broadly comparable studies. 
Thus, Tinbergen’s estimates (Joc. cit.) between a given country’s exports and those 
of the rest of the world range between —1-5 and —2-5; Derksen and Rombouts 
(loc. cit.) obtained for Dutch export products the value of about —2-3; Brown’s 
estimates for exports of manufactures into the world market from the United 
Kingdom (“International Equilibrium and National Sovereignty under Full 
Employment”, Joc. cit.) average —2:0; Chang’s (loc. cit.) —2-5; Kubinski’s (loc. 
cit.) —2-5; etc. 

7 According to Fisher, R. A., and Yates, F., Statistical Tables for Biological, 
Agricultural and Medical Research. 

10. See, inter alia, Morgan and Corlett, loc. cit., pp. 308-312; Polak, loc. cit.; 
Tinbergen, J., “Note”, Review of Economic Statistics (1950), Vol. XXXII, No. 1. 

11. See, for example, Morgan and Corlett, loc. cit., p. 216. 

12. An attempt was made to explain the movements in relative quantities by 
incorporation into the regression equation of one more independent variable, viz., 
the real national income of Australia. Thus the final form of this equation was 
as follows: 

log qo/qr =a+b log po/p; + ¢ log I 
where J stands for the real income and c is the regression coefficient of relative 
quantities on this variable. 

The average value of negative coefficients b in this equation is —2-2; of 
negative and positive (2 out of 17 cases) —1-7. The corresponding correlation 
coefficients are low—some thirty-five per cent above the 0-05 level of statistical 
significance. The coefficient c takes both positive and negative values (11 and 6, 
respectively). The average value of all negative coefficients is —3-1; of positive 
+3-7; of all —0-7. 

The results were tested for autocorrelation by using the ratio of the mean 
square successive difference to the variance. According to B. T. Hart’s Tables 
(“Tabulation of the Probabilities for the Ratio of the Mean Square Successive 
Difference to Variance”, Annals of Mathematical Statistics, 1942, Vol. VII, p. 213) 
the autocorrelation is present in some 42 per cent of cases at 0-05 level of 
probability. 

The results obtained should be interpreted with caution. The observed data of 
real income show a strong rising trend. Hence, much of the effect which is 
attributed to income may, in fact, be due to “time”, that is, to other factors. 

A method of dealing with this trend would have been simply to include the 
time in the regression equation as an additional variable. But there is no guarantee 
that this procedure would have definitely improved the results. First, the most 
appropriate procedure is to “explain” the trend in terms of factors which are 
responsible for it (Morgan and Corlett, loc. cit., pp. 317-318). In view of the 
lack of adequate statistics it was not possible to apply this procedure. Secondly, 
in certain circumstances the existence of a trend may actually create favourable 
conditions for the measurement of the relationship between the variables concerned. 
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Other limitations arise from the use of historical price and quan- 
tity-time series. These data furnish only a limited amount of necessary 
information and, in fact, the ‘‘scatter’’ thus obtained would trace the 
required demand schedule only in exceptional circumstances.!* It is 
also known that long-term elasticities are usually higher than short- 
term ones.!4 In the present study only the latter were estimated. 

Finally, there exists a number of statistical complications which 
make uncertain the estimates from historical time-series. The most 
important of these are the autocorrelation of the error term, the 
presence of errors of observations in each of the variables and the 
existence of simultaneous relationships between the variables or multi- 
collinearity.5 

Z. M. KuBInskI 
The University of New South Wales. 


In practice, however, it is very difficult to find out if such conditions exist. Finally, 
there are many possible ways of eliminating the trend and each will give a different 
result. 

13. See, inter alia, Orcutt, loc. cit.; Horwood, O. P. F., “On the Statistical 
Measurement of Demand”, The South African Journal of Economics (1958), Vol. 
26, No. 1; Working E. J., “What do Statistical ‘Demand Curves’ show?” Quarterly 
Journal of Economics (1927), Vol. 41; Harberger, loc. cit. 

14. Tinbergen, J. J., “Long-Term Foreign Trade Elasticities”, Metroeconomica 
(1949), Vol. 1 (111). 

15. Morgan and Corlett, loc. cit., pp. 312-313. 

See also, Orcutt, G. H., and Cochrane, D., “Application of Least Squares Re- 
gression to Relationships containing Autocorrelated Error Terms”, Journal of the 
American Statistical Association (1949), Vol. 44, and “A Sampling Study of the 
Merits of Autoregressive and Reduced Form Transformations in Regression 
Analysis”, ditto; Durbin, J., and Watson, G. S., “Testing for Serial Correlation in 
Least Squares Regression”, Biometrica (1950), Vol. 37. 
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THE MARGINAL EFFICIENCY OF CAPITAL 


In the Economic Journal, September 1958, Mr. Pitchford and 
Dr. Hagger! showed that the marginal efficiency of an income-earning 
capital asset may have multiple values if some of the net yields are 
negative. The purpose of this note is to show that the existence of 
negative net yields will produce multiple values only in very special 
circumstances and to examine further the implications of multiple 
values in the cases where they may occur. 

Consider an investment project having a finite life of n periods. 
Then the marginal efficiency of capital is given by solving for r the 
equation : 


Q1 Qe Qn R, 
G+ tana t tate t Hy 
where S is the current replacement cost of the asset (supply price), 

Qm is the expected net yield in period m, and 
R,, is the expected scrap value of the asset in period n, R, > 0. 
Provided the project can be terminated in any period, the above project 


embraces » — 1 truncated projects having values of r given by 
equations of the form 








(1) O=—S+ 








a Qi Qe i R; 
@) 0=— St a+ayt itt Tata Gee 
where ¢ is the period in which the project is terminated, and 
R; is the expected scrap value of the asset in period t, R; > 0. 
It follows that the marginal efficiency of capital which is relevant to 
an investment decision is the greatest of those given by the set of 
nm equations : 


: 1 1 
@ 0=—843 laps %| taza ® 


where $20 1, 8 wc cccces n. 


In the example given by Pitchford and Hagger it is obvious that if the 
project is terminable (and, assuming that scrap values are zero) the 
project will be expected to be most profitable if terminated in the first 
period, when the marginal efficiency will be 5:8, as against the values 
of 0:76 and 1:2 given by Pitchford and Hagger for the whole project.” 
Thus if the project is terminable, no entrepreneur will contemplate its 
extension beyond the first period. This, of course, is in terms of the 
entrepreneur’s expectations at the commencement of the project, and 
in no way commits the entrepreneur to terminate the project in the 
first period. Whether or not he will in fact terminate it in the first 
period will depend on the expectations then holding when he will have 
to decide whether to carry on the project or scrap it. 


1. J. D. Pitchford and A. J. Hagger, “A Note on the Marginal Efficiency of 
Capital”, Economic Journal, Vol. LX VIII, No. 271, September 1958, p. 597. 


; 2. Actually, in this example there is a third root to the equation, giving a 
value, r = 3. 
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Consequently as far as the Pitchford-Hagger example is concerned 
there is only one relevant marginal efficiency, namely the single root 
of the truncated project given by the equation 


Q1 

(4) 0=—8+s7 

This, together with other graphical and arithmetical experimentation, 
suggests that the equation of the set (3) with the largest positive root 
for r will have one positive root and one only. This can be proved 
generally and the theorem, due to Dr. B. C. Rennie, is set out in an 
appendix to this note. Thus we can state quite generally, that, if a 
project is terminable at any stage during its lifetime and provided 
that the scrap value of the asset is always non-negative, the marginal 
efficiency of the truncated project expected to have the highest marginal 
efficiency will be a unique value. 

In practice we should expect most projects to be terminable in 
the sense given above and to have non-negative scrap values throughout 
their lifetimes. But it is conceivable that some projects may involve 
a legal obligation to continue for a certain length of time or may 
involve shut-down costs which are substantial in the earlier periods of 
their operation. In these cases, we are faced with the possibility of 
multiple values of the marginal efficiency if some of the net yields are 
negative. How are these multiple values to be interpreted? Consider 
a concrete example: 


S = £4,000, @Q,; = £13,200, Q2= — £14,510, Q3 = £5,313. 
This project has three values for r, namely, 5, 10 and 15 per cent. A 
graph of the present value of the net yields (P) as a function of the 
rate of interest (7) has the shape in Figure 1 below. 

It can be seen from the figure that whenever the present value at a 
given rate of interest exceeds the supply price, a marginal efficiency 
exceeds that rate of interest. But the converse is not true.* Thus, sup- 
pose the market rate of interest were 7%, would the project be worth 
undertaking? A marginal efficiency is greater than the rate of interest, 
but the present value of the project is less than the supply price. 

The answer to this dilemma appears to lie in the assumption made 
about the expected rate of earnings on funds (positive or negative) 
accumulated in the course of the project but not used for the specific 
project. We can say quite generally, that if P(7) is the present value 
of a project as a function of the rate of interest, 7, at which accumulated 
funds earn interest, then the net yields will be just sufficient to draw 
an amount of 7 P(7) per period out of the project and have P(7) left 





3. He writes = # in the theorem in the appendix. 


1 
l+r 
4. The converse is true, when the present value function decreases monotonically 
with the rate of interest, as it will do when all the net yields are positive and as it 
may do when some are negative. Clearly this is what Keynes had in mind in his 
discussion on this matter. See, The General Theory of Employment, Interest and 
Money, p. 137. 
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over at its completion.® Thus if accumulated funds are expected to earn 
interest at the market rate, 7,, and if P(i,) > S, drawings per period 
ean exceed the interest on the initial outlay, whilst allowing the final 
balance to equal or exceed the initial outlay. It follows that on this 
expectation the above project will not be profitable at 7 per cent, 
although it will be profitable at 2 per cent or 12 per cent. In this case 
the project will be profitable so long as the present value calculated at 
the market rate of interest exceeds the supply price. On the other hand 
if accumulated funds are expected to earn interest at the rate of the 
marginal efficiency, r (i.e. at the internal rate of return), then 
P(i) = 8, fort = r. Accordingly if the r > 7,, drawings per period can 
exceed the interest on the initial outlay, whilst allowing the final 
balance to equal or exceed the initial outlay. In this ease, the project 
will be profitable and the relevant marginal efficiency is the greatest 
one of the multiple values and that one alone. In practice, the rate of 
interest expected to be earned on accumulated funds is likely to differ 
from both the market rate and the internal rate. In this case additional 
calculations must be made to determine whether the project is worth- 
while. 


_ 5. Assume we pay the net yields into a fund earning interesting at the rate 
t and draw out per period a return on the present value at the rate i. Then the 
balance in the fund at the end of the project, will be the expansion of the expression: 


| [(a-iPw@)a+H +a-1 PwO]A+) +0-i Po} iba. 20s: 


ie. (1 +i)" P(i) —i P(i) (f = a *) 
= P(i). 
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It follows from the above that, whenever non-terminable invest- 
ment projects with multiple values for the marginal efficiency exist, 
the Keynesian schedule of the marginal efficiency of capital cannot 
give an unequivocal measure of the level of aggregate investment, 
unless it is assumed that funds accumulated in a particular project are 
expected to earn interest at the rate internal to that project. 

The preceding discussion shows that in the case of non-terminable 
projects with multiple values of the marginal efficiency, the fact that 
the marginal efficiency exceeds the market rate of interest does not 
guarantee that the present value at that rate of interest will exceed 
the supply price. It is of interest to note that a somewhat similar dif- 
ficulty can occur when comparing two projects, even though they both 
have well-behaved downward sloping present value functions and hence 
unique marginal efficiencies. Consider an example: 

Project A has: S = £1,000, Q, = £100, Q2 = £100, Q3 = £1,100 
with a marginal efficiency of 10%, and 

Project B has: S= £1,000, Q;=— £1,017, Q.2— £120, Q3 = £120 
with a marginal efficiency of 20%. 

This example can be illustrated by the diagram below: 


o 











ot 


Fic. 2 


Here the marginal efficiency of B exceeds that of A, but at rates of 
interest less than 2°3 per cent the present value of B is less than that 
of A. If an entrepreneur had to choose between A and B his decision 
must depend on the assumption he makes about the rate of earnings 
on funds accumulated by the project and not used in it. The fact that 
the marginal efficiency of B exceeds that of A does not give an un- 
equivocal guide, except in the case where accumulated funds are 
expected to earn at the rates of return internal to the two projects 
respectively. 
P. H. Karmen 


University of Adelaide. 
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APPENDIX 


By B. C. Rennie! 
Department of Mathematics, University of Adelaide 


Suppose that S Q: and R; are real numbers for i=1, 2, .... N and S>0 
and all R, > 0. 
Let fr(~) =Qix+... +Q: xt G= he uc) 
f(x) =0 


Let E; be the equation f;(4) +R, 4i-—S=0 
Theorem. If a is the smallest of all the positive roots of all the equations 


E, .... Ew (to be precise is < every other) and it is a root of Ex, then Ex has 
no other positive root. 


Proof. We shall show that fz(+) + Rx +* is strictly increasing in the interval 
(a, co). Suppose that it is not, then there is b >a such that f:’(b) << —kRz bk—1, 

Of all f.’(b) (v=0, 1, ... k) choose fm’(b) Dall the others. 

Then m is not equal to k because fm’(b) >f.’(b) =0>fi'(b). 

Therefore 0S m<k—1. 


For any s between m and k (inclusive) put ps = fm’(b) — f.’(b) so that pm =0 
and p, >0 for s=m-+1, ... k and px >RR: bD'F—!, 


If s2>m+1 then s Q, bs—1=f,’(b) — fe’ n(b) = — Pe + Por 
so that Q. = (Psa > se be)b'—s/s 
Now fix (a) — fm(a) = = Q.as 
k—1 aids k 
= = bv b— att1/(v+1)— 2 py b1—» ar/v 
m m+i1 


k—1 a b 
“ae be (a/b)¥ (Sr -_ ) — prakb1—k/k 
< — pr akb1—k/k (because a/(v +1) < a/v < b/v) 
<— Ri ak 
Therefore fm(a) > fx(a) + Ria* = S, so that m is not equal to 0. 
Therefore fm(a) + Rna™ —S > Rna™ > 0. 


The function fm(+) + Rn«m—S is negative at += 0 and positive at r=, so 
that it has a zero between, i.e. the equation Em has a positive root < a which is 
the required contradiction. 


ADDENDUM 


The above note was written before the publication of C. S. Soper’s 
further note on the marginal efficiency of capital in the Economic 
Journal of March 1959, pp. 174-176. Mr. Soper’s contention that ‘‘the 
confusion in the Pitchford and Hagger note derives from ignoring the 
‘life’ of the potential investment as a possible variable in the maxi- 
mizing process’’, is of course correct, but his argument contains mathe- 
matical errors, and the precise conclusions he draws are inaccurate. 
Soper seems to think that the condition 


tk 
S>3Qi p; (all k= 1,2,........ n—1) 
é=1 


which is certainly sufficient for uniqueness of the root pj, is also neces- 
sary. This leads him to the erroneous statement: ‘‘In this case there 
will be as many positive roots as the number of times the graph cuts 


1. I am indebted to Mr. G. Sved for help in the preparation of this appendix. 
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the horizontal line at S’’ (page 176). A simple counter-example is 
given by S = 2, Q, = 6, Q2 = —5 and Qs = 2. These values give only 
one root, p = 3. 

The second error is a few lines further down, ‘‘This smaller value 
of p would be the one and only one. . .’’ This is disproved by the 
example 

6 = 110p — 600p? + 1000p* — 2000p + 1000p"! 
One root of this equation is p = 0°87768, and with this value of 

é=* 

p the partial sums = Q; p‘ reach a maximum when k = 3. Discarding 
$= 1 

all the terms after the third gives the equation: 

6 = 110p — 600p? + 1000p? 

which has roots 0-1, 0:2 and 0°3. 

The third error is in the sentence on pages 176 and 177 ‘‘If the 
investor is aiming at a maximum rate of profit .. .’’ This is disproved 
by the example: 

S= 8-919, Q,=10, Q@.=-—1, Q:=1 

The largest k for which the discounting equation has just one 
positive root is k= 3 (giving p=—0:9). However, k = 1 gives the 
greatest profit (namely p = 0°8919). 

I am indebted to Dr. B. C. Rennie for assistance in the prepara- 
tion of this addendum. 

P.H.K. 


PRODUCTION FUNCTIONS: 
A REPLY TO DR. KONIJN 


Simply expressed, Dr. Konijn’s argument! appears to be this: if 
one relaxes the ideal conditions of identical production functions for 
all firms and the attainment of exact equilibrium within each firm, then 
an unbiassed estimate of the average production function can be 
obtained provided the observed points are more widely dispersed in 
directions along the surface of the average production function than 
they are normal to it and that, for agriculture, this is likely to be the 
case? 

While reserving judgment on the last claim, I must admit that 
such a dispersion of points would enable one to estimate the average 
production function by least squares. In my note, I was assuming that 
there was no particular reason for believing that the scatter of points 
would not lie randomly around my n-dimensional equation (4). How- 
ever, if they intrude systematically into the (n+ 1)-th dimension, 
lying mainly along the ( + 1)-dimensional equation (1), then they 
will tend to define this relationship. 


1. “Estimation of an Average Production Function from Surveys”, Economic 
Record, April 1959, pp. 118-125, which, among other things, commented on my 
“Production Functions and Cross-Section Surveys”, Economic Record, April 1958, 
pp. 111-117. 

2. Konijn, p. 122. 
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I have two points to make in reply, one in justification of my own 
stand and the other conceding a point by introducting new arguments 
in relation to agriculture. The first point is that I was not specifically 
referring to agriculture, as could possibly be inferred from my foot- 
note 1 on p. 111. In general, I can see no reason why production func- 
tions within a particular ‘‘industry’’ need be less ‘‘dispersed’’ than 
the actual use of factors is from their equilibrium use. One could not 
assume that this was the case without an investigation of the individual 
functions and a knowledge of equilibrium use of factors in each—but 
this detailed investigation is what we are trying to avoid by estimating 
an average production function. 

The second point is related more specifically to agricultural econ- 
omics. Dr. Konijn may quite well be right when he claims that the 
up are generally less than the v;—that the production functions vary 
less from the ‘‘average’’ than the use of factors does from the equili- 
brium. However, he is here claiming that the observed product, in a 
particular year, for firm ¢ will be that derived from the production func- 
tion for firm ¢. But, as he implies,* production in agriculture is ex- 
tremely variable: from the same set of factors of production, each year 
could well produce a different total product. It was this which enabled 
Dr. Konijn to make his claim about the wide dispersion of actual use 
of factors about equilibrium use. It also, however, produces a departure 
—in a particular year—from the average relation between a set of 
factors and their total product. Thus the observed data will be derived 
from a relation such as Dr. Konijn’s, namely :* 

b 
| ie an( x )us 
but the expected value of the u; will be other than zero. Further in- 
formation would be necessary before an estimate of this expected value 
could be made. The wu; will, in fact, include not only a divergence of the 
actual production function from the average function, but also a diver- 
gence of actual production from what it would be in an average year. 

I conclude with an observation which is not strictly relevant to the 
above arguments, namely that, if the uw; are of the same order of size 
as the v;,5 which are , themselves, ‘‘likely to be far from negligible’’,® 
does the average production function mean anything, other than a 
statistical monstrosity ? 


C. S. Soper 
The University of New South Wales. 


3. “There is very much uncertainty in agricultural industries about what the 
actual yields . . . are likely to be.” P. 122. 

4. P. 121. 

» FP. 124, 

6 PB, 322, 








NEWS AND NOTES 


The Central Council of the Economie Society of Australia and 
New Zealand has authorized the Editorial Board to offer, in 1960 and 
in 1961, two prizes each year of £25 each for contributions to the 
Economic Record. In awarding these prizes, the Editorial Board will 
have particularly in mind our desire to encourage a wider range of 
contributions from new and younger authors. So far as the standard 
of contributions permits, the Editorial Board will award one of the 
prizes for the best contribution from any Australian contributor, not 
being of professorial status, and the other to the best contribution from 
a younger or new contributor. The awards for 1960 will be announced 
in the first issue of the Economic Record in 1961. 


A meeting of the Central Council of the Economie Society was 
held in Perth on August 25 during the course of the ANZAAS meeting. 
The financial position of the Society has shown some improvement and 
it is proposed, as suitable material becomes available, to publish a 
fourth issue of the Economic Record within the present annual capi- 
tation charges. The survey of the Australian economy has now become 
a regular feature of the journal, and the possibility of a more frequent 
note on the New Zealand economy is being explored. 

Branches are showing considerable activity and the work of the 
Statistics Study Group of the Victorian Branch was discussed and 
particularly commended. 

Professor T. W. Swan, of the Australian National University, was 
elected President of the Society for the ensuing term. 


The Victorian Branch of the Economie Society of Australia and 
New Zealand has produced this year the following short mimeographed 
Monographs, copies of which are obtainable on request from the 
Secretary: ‘‘Some Implications for Australia of the British Budget’’ 
by Dr. J. O. N. Perkins; ‘‘Trends in the Victorian Egg Industry”’ by 
R. H. Snape; ‘‘ Wage Changes and Unemployment in Australia, 1947- 
1958’’ by A. W. Phillips; ‘‘Life Insurance Funds and their Invest- 
ment in the Australian Economy”’’ by H. F. Bell; ‘‘ A Statistical Esti- 
mate of Manufectured Exports—Post-War’’ by G. R. Webb. 


The Western Australian Branch of the Economic Society of 
Australia and New Zealand desires to found an annual public lecture 
in Economies at the University of Western Australia, in honour of 
the late Professor Shann, a foundation professor and first occupant of 
the Chair of Economics at the University of Western Australia, who 
contributed much to Australian economics. It is proposed to finance 
this lecture from the income of a capital sum of £2,000 to be raised by 
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an appeal, limited in the first instance to former associates of the late 
Professor Shann and institutions with which he was associated. 

Contributions should be forwarded to the Hon. Treasurer (Mr. 
W. R. Rogers), 25 Hobbs Avenue, Dalkeith, Western Australia, or 
to the Hon. Secretary (Mr. K. M. McKenna), ¢/o Treasury Depart- 
ment, Barrack Street, Perth, Western Australia. 


BRANCH SECRETARIES 
New South Wales: J. R. Wilson, ¢/o Department of Economics, Uni- 
versity of Sydney, Sydney, N.S.W. 


Victoria: Dr. W. M. Corden, Department of Economies, University of 
Melbourne, Parkville, N.2, Victoria. 


Queensland: A. J. Reitsma, Department of Economics, University of 
Queensland, St. Lucia, Brisbane, S.W.6, Queensland. 


South Australia: D. Simmons, Department of Economics, The Uni- 
versity, Box 498 D, G.P.O., Adelaide, South Australia. 


Western Australia: Kenneth M. McKenna, ¢/o Treasury Department, 
Barrack Street, Perth, Western Australia. 


Tasmania: D. E. Kirby, Box 665 E, G.P.O., Hobart, Tasmania. 


Canberra: J. G. Head, Department of Economies, Canberra University 
College, Canberra City, A.C.T. 


Wellington: I. F. E. Wilson, c/o Bowden, Bass & Cox, Publie Account- 
ants, 328-330 Lambton Quay, Wellington, New Zealand. 


Auckland: A. D. Brownlie, Economics Department, University of 
Auckland, P.O. Box 2553, Auckland, New Zealand. 


Christchurch : N.'L. McBeth, ¢/o ‘‘Press’’, The Square, Christchurch, 
New Zealand. 


Dunedin: A. Thorneyeroft, P.O. Box 546, Dunedin, New Zealand. 








REVIEWS 


The Welfare State in New Zealand. By J. B. Conpuirre. (Allen and 

Unwin, London, 1959.) Pp. 396. 35/- stg. 

Portrait of a Modern Mixed Economy: New Zealand. By C. WEst- 

STRATE, (New Zealand University Press, Wellington, 1959). Pp. vi 

+ 306. 22/6 N.Z. 

Professor Condliffe’s New Zealand in the Making has long enjoyed 
pre-eminence among the economic and social histories of the country. 
Although that book has been revised in the past year, the new edition 
does not attempt to bring the story of economic change in New Zealand 
through to the present. Condliffe has taken up the task in this volume. 
Although some parts deal with developments from the latter half of 
the nineteenth century, the major part of the work commences with 
events leading up to the depression of the ‘thirties and traces the 
political and economic happenings for the subsequent three decades. 
But, by and large, the book is an analysis of the programmes of the 
first Labour Government which held office from the end of 1935 to 
1949. This emphasis is reasonable. One is struck by the contrast be- 
tween the activity of the Labour regime on the one hand, the poverty 
of the Coalition Government during the depression and the unimagina- 
tive behaviour of the National Government between 1950 and 1957. 

The story is interesting. Whatever reservations may be expressed 
about some parts of the book, and here political sensibilities as well as 
economic prejudices must play their parts, it provides a lucidly written 
sketch of recent events in New Zealand. 

However, there is little chance of this book receiving the same 
unqualified commendations as did its predecessor. The reasons are 
various. Foremost, there is little in the book amounting to original 
economic analysis. Admittedly, this is a common enough phenomenon, 
for journal articles have been used more in recent years to present the 
kernel of original enquiries whereas books have come more to offer a 
coherent picture of events. The present volume, relying heavily upon 
secondary sources, appears to repeat so many of the discussions from 
the past twenty years without adding much to our knowledge. The 
discussion of New Zealand’s economic difficulties does not proceed 
further than a consolidation of views.! 

The argument can be taken up at any number of points. One can- 
not help being surprised at omissions from the analysis of post-war 





1. If I were advising students about this book, I would suggest that they first 
read C. G. F. Simkin, “Insulationism and the Problem of Economic Stability”, 
Economic Record, 1946; this contribution remains the most authoritative comment- 
ary on the basis of New Zealand’s economic programmes. They might then turn to 
K. A. Blakey (“Economic Experiments in New Zealand and Their Political Back- 
ground”, Economic Record, 1958) and Keith Sinclair (A History of New Zealand, 
Penguin Books, 1959, Pelican A344; Part Three especially) for opinions on the 
period differing from those of Condliffe. 
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economic policy. During the ten years after World War II bulk- 
purchase contracts for the disposal of butter, cheese and meat to the 
United Kingdom were a major determinant of export receipts and, 
hence, real incomes in New Zealand. Whereas world experience during 
this period indicated a substantial favourable shift in the terms of 
trade for primary products compared with manufactured goods, the 
result of trading under these contracts was quite the opposite. As a 
technique for stabilizing export receipts, the bulk-purchase arrange- 
ments were a failure because they operated throughout a period when 
prices for butter, cheese and meat were held below those likely to 
have evolved under free market arrangements. Within a few years of 
these contracts being terminated in 1954, the marketing position 
changed, but the external stabilization devices had disappeared without 
ever being really tested. In the event, advantage was not taken in the 
post-war years of the scope for maximizing real income inasmuch as 
export receipts were kept at an artificially low level. Surely, this ex- 
perience had decisive repercussions on the viability of domestic stabil- 
ization measures such as the dairy guaranteed-price structure, national 
development schemes, and the balance of payments. 

When discussing the social security system, Condliffe seems to 
suggest that the means test is a limiting factor possibly affecting the 
equity of the overall scheme. Yet the question of using a means test is 
just the topic calling for extensive discussion. By use of means tests, 
social security benefits are directed mainly to those groups most in need 
of financial assistance especially in an economy where full employment 
ensures a high standard of living for the great majority of the popula- 
tion. Otherwise, the financial burden of maintaining the high levels of 
welfare expenditure may become too great. Indeed, Condliffe’s own 
arguments would support proposals for extending the means test to 
family allowances and health benefits. 

The most disappointing part of the book is Chapter IT on ‘‘ Planned 
Insulation’’, a substantial part of which has already appeared else- 
where.2 Here one finds a political and economic discourse not worthy 
of the remainder of the book. When summing up the reasons for the 
defeat of the Labour Government in 1949 Condliffe says, ‘‘In 1949 the 
people of New Zealand rejected the further extension of socialist prin- 
ciples. . . . As before in their history, New Zealanders had taken a 
pragmatic attitude. They were prepared to use the machinery of 
government to achieve specific economic objectives ; but they were not 
ready to adopt a doctrinaire attitude and push their experiments 
beyond the limits of expediency.’’ Yet in preceding sections of the 
same chapter there is abundant evidence to show that any socialist 
beliefs in the Labour Party were quickly submerged or obliterated when 
it came to office late in 1935. There is good reason for thinking that the 
first Labour Government owed as much to Franklin D. Roosevelt as it 


2. J. B. Condliffe, “New Zealand’s Experiment in Economic Planning”, 
American Economic Review, 1957, pp. 930-945. 
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did to its English connection. Furthermore, claims about socialization 
being based upon domestic monetary expansion are scarcely credible. 

Between 1950 and 1957 the National Government did little to 
reverse the techniques of policy implementation or the role of govern- 
ment in economic activity. Some government assets in trading com- 
panies were sold but others, such as in the Tasman Paper and Pulp 
Company, were acquired. The pragmatic approach typical of New 
Zealand is well illustrated by policies of the present Labour Govern- 
ment; old attitudes to foreign borrowing have given way under the 
stress of balance of payments difficulties, while credit restraint has 
been accepted. 

Despite misgivings about the intrusion of obvious political pre- 
conceptions, the book provides a provocative and stimulating assessment 
of recent developments in New Zealand. Its weakness is the inadequacy 
of the economic analysis. 

In his survey of the New Zealand economy, Professor Weststrate 
has attempted, in his own words, a ‘‘morphological, or rather charac- 
terological approach to an economy’’. The personal nature of his 
account and observations emerges plainly from time to time; when 
discussing the misallocation of labour associated with overfull employ- 
ment, the author comments in a footnote (p. 142), ‘‘ While writing this, 
the writer has been waiting for about two months for the plumber to 
mend a leak in his roof’’. But, by claiming that a portrait is a matter 
of personal selection with which others may not agree, Weststrate is 
too disarming of his critics. In economies most analyses, whether 
theoretical or empirical, are personal treatments of a topic. Yet we try 
to reduce the subjective elements by recognizing certain rules for 
testing observations. Thus it is hard to see where Weststrate’s assess- 
ment of the New Zealand economic structure differs from the few other 
books in the field. 

The use of the word ‘‘mixed’’ to describe the New Zealand economy 
stems from a comparison between the individualistic and collectivist 
elements in the community. But it would be misleading to suppose that 
the economic structure of the country has ever been anything else but 
a mixed one. The central government has always taken a critical role 
in the economic development of the country ; the works of Condliffe and 
Simkin leave no doubts on this issue. Colonial socialism has been of no 
less importance to New Zealand than it has been for Australia. 

Collectivist elements in the economy are divided into communal 
and corporative activities. A corporative agency is defined as an organ- 
ization of people engaged in a certain productive activity and having 
public status, whereas communal activities are those provided by the 
government. Both branches are assumed to operate in the general 
interest of the community. Perhaps the linking of corporative elements 
in New Zealand’s economic life with similar developments in Fascist 
Italy and Portugal raises unwarranted antagonisms, but other explana- 
tions for the political basis of economic organization come to mind. In 
an egalitarian society such as that of New Zealand, the efforts of 














1959 PORTRAIT OF NEW ZEALAND 441 


individual interest groups to retain their relative position in the 
economy have been a major factor in policy-making. Discussions of 
wages and pricing programmes over the past two decades or more bear 
witness to this fact. Such a concept of group stability underlies the 
arrangement of economic organizations; whether the impact is felt in 
terms of creating either communal or corporative agencies is secondary. 
In 1936, the Labour Government set out to administer directly a 
primary products stabilization scheme through a Marketing Depart- 
ment. After World War II, declining political fortunes, amongst other 
things, brought a change in this policy with the establishment of 
producer-government organizations to control the various programmes. 
Legislative revisions in the functions of New Zealand’s primary 
products organizations have not been infrequent and suggest a willing- 
ness to adapt to changing political and economic influences. 

The ten chapters dealing with the main facets of economic 
behaviour provide a mass of information. The main purpose of the 
book appears to be a consolidation of the main economic discussions and 
statistical material of the past ten to twenty years. Two factual matters 
might be mentioned. When discussing the settlement of industrial and 
wage disputes, the specific provision about legal counsel not being 
permitted to represent parties in the New Zealand Arbitration Court 
is nowhere stated. Any comparisons between the Australian and New 
Zealand arbitration systems cannot proceed without this distinction. 
Secondly, the comment (p. 45) ‘‘In Australia there is a Commonwealth 
Trading Bank but it is relatively small’’ suggests a possible misunder- 
standing of recent banking events in Australia. 

The examination of the various primary products stabilization 
programmes can be questioned. Weststrate says the efforts to stabilize 
agrarian incomes between 1946 and 1953 were unimpressive. (See 
pp. 147 to 149.) But these schemes were based upon administered prices 
and not incomes; fluctuations in income can take place for reasons 
other than changes in price. The crucial point is the failure to account 
for the bulk-purchase agreements for the sale of primary produce to 
the United Kingdom. It is fruitless to assess the efficiency of post- 
war domestic stabilization schemes without commenting upon external 
pricing arrangements. Was it not the case that the relatively small 
additions to the reserve funds came about because the prices negotiated 
under the bulk-purchase agreements were themselves thought of, in 
New Zealand, as being part of a long-run stabilization arrangement? 
There are excellent reasons for analysing the respective roles and com- 
patibility of domestic and international stabilization programmes. 

For discussions of growth, it would seem desirable to distinguish 
the various types of capital formation: some items, such as factory 
buildings and equipment, are more closely linked to output than others. 
Furthermore, aggregate net investment is not a very satisfactory index 
of changes in productive capacity. 


WarrEN HoGan 
Newcastle University College 


University of New South Wales. 








442 THE ECONOMIC RECORD DEC. 


Housing Finance in Australia 1945-1956. By M. R. Hiuu. (Melbourne 
University Press on behalf of the Australian National University, 
1959.) Pp. 212. 45/- Aust. 


This slender volume surveys the sources of finance that have been 
made available for housing in Australia over the period 1945-56. 
Housing is a very important part of investment in any country. It 
plays a vital role in employment policy as well as directly influencing 
the standard of living. It is surprising therefore that so little has been 
known about the way in which housing in Australia has been financed. 
Mr. Hill’s contribution is welcome for providing this information. 

The historical background, lending policies and methods of opera- 
tion of the institutions engaged in making housing loans have been 
traced out in this book with clarity and simplicity. The institutions 
include, in broad order of importance, building societies, the War Ser- 
vice Homes Division, savings banks, life assurance offices, trading 
banks, friendly societies, trustee companies, and superannuation 
funds. In the case of building societies the three main types of societies 
—permanent, Starr-Bowkett and co-operative terminating—are con- 
sidered in some detail. 

In the analysis of funds Mr. Hill has culled through the available 
statistics very carefully and effectively. In many instances the basic 
statistics were in relatively inaccessible places and not always collected 
on a uniform basis, while in others it was necessary for him to build 
up completely new estimates. It is to be hoped that our official collectors 
of statistics will accept the challenge thrown out by this work by 
bringing it up to date and where possible improving the basic material. 

Building societies and the War Service Homes Division were the 
main sources of housing finance in Australia during 1945-56. At June 
1956 approximately half the outstanding institutional mortgage debt 
was held by these two lenders. While total advances made during the 
post-war period by building societies exceeded those made by War 
Service Homes, the level of advances outstanding with War Service 
Homes at June 1956 was slightly higher than with building societies. 
The longer repayment period for War Service Homes borrowers is 
largely responsible for this situation. 

As the rate of lending by War Service Homes declines, building 
societies can be expected to occupy a very important position as a 
source of housing finance for Australia as a whole. The position, how- 
ever, varies among the States. In 1956 building societies held 37 per 
cent of the institutional mortgage debt in New South Wales (where 
lending by savings banks has been comparatively negligible) compared 
with proportions ranging from 3 per cent of the institutional mortgage 
debt in South Australia to 24 per cent in Victoria (where savings banks 
have had a far greater influence on housing finance). 

The book accordingly sets the stage for the important step of 
examining the sources of funds that are likely to be available to meet 
Australia’s housing requirements in the next decade. While Mr. Hill 
ends on this problem it is a great pity he did not devote a little more 
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time to suggesting possible solutions. After providing an estimate of 
housing needs in the late 1960’s as some 100,000 dwellings a year he 
is content merely to indicate that he fails to see how these dwellings 
will be financed. 

It is possible that his estimate of housing requirements might be 
a trifle high and that no difficulties regarding finance will arise. But 
whatever the outcome, this is too important an economic and social 
problem to ignore; Mr. Hill’s concern highlights the need for our 
monetary authorities to watch this sector of the economy very carefully 
and make sure that within the requirements of economic stability a 
steady flow of funds is made available to the appropriate institutions. 
These institutions would do well to heed Mr. Hill’s comment that the 
experience of the War Service Homes Division ‘‘throws considerable 
doubt on the validity of traditional arguments against low-deposit long- 
term housing loans’’. If the housing situation does become difficult it 
would always be possible to enlarge the activities of the War Service 
Homes Division and enable it to lend to non-servicemen. It seems a pity 
to waste the experience that has been built up over the years in this 
Division. 

The initial reactions of the reviewer to the knowledge that this 
publication was originally written for a higher degree were ones of 
acute apprehension. These feelings, however, were not only quickly 
removed in the early stages of the reading but were actually reversed. 
What a good thing it would be if more research of this type were 
published ! 


D. CocHRANE 
University of Melbourne. 


Social Structure and Personality in the Factory. By Paut LaFitTe. 
(Routledge and Kegan Paul, London, 1959.) Pp. xii + 228. 
24/- stg. 

Ever since Marshall introduced the concept of ‘‘net advantages’’ 
into the theory of wages and the labour market it has been apparent 
that in order to make accurate predictions of workers’ behaviour in 
the supply of labour, the nature and relative weighting of the net 
advantages would have to be empirically measured. This is obviously 
a task for industrial psychologists, and although they have not usually 
seen the problem in the terms in which it is posed by economists, they 
have done a good deal of work in other countries which is relevant 
to this issue. In Australia, although vocational guidance is highly 
developed, hardly any research has been done on workers’ motivation, 
and Dr. Lafitte’s book is a welcome beginning on this important 
problem. 

Most of the data reported by Lafitte were collected by interviews 
with 197 male workers in seven Melbourne factories in the chemical, 
sheet metal, engineering, clothing and food-processing industries. The 
interviews covered five areas: identification of the person and his job, 
behaviour at work and opinions vf the factory, personal and occupa- 








444 THE ECONOMIC RECORD DEC. 


tional history, opinions on politics and social classes, and activities 
outside work, including family responsibilities. Interviewers adopted 
a flexible, non-directive approach. Nearly all those interviewed were 
volunteers. 

Seventy per cent of the male workers were satisfied with their 
jobs, 19 per cent mentioning that their jobs were ‘‘varied or inter- 
esting’’ and 25 per cent referring to the ease or conditions of the job. 
Satisfaction with the worker’s task seemed to depend on the extent to 
which it was clean, complete and independent of close supervision. 

Sixty-six per cent were satisfied with their pay. Pay was regarded 
as satisfactory if it could be increased by relatively little effort (for 
example by overtime) or by almost no extra effort at all (by various 
extra payments for ‘‘merit’’, attendance or other considerations). 

Forty-seven per cent were satisfied with their immediate super- 
visors and 43 per cent with their top managers. Unpopular supervisors 
were those whose own account of their supervisory methods revealed 
them as authoritarian in approach. Top managers were disliked if they 
were authoritarian or too remote to be known as persons. Fifty-seven 
per cent expressed complete satisfaction with their workmates. 

An important finding for our understanding of the working of the 
Australian labour market is that workers considered four elements in 
the work situation (task, pay, supervision and workmates) independ- 
ently, that is, a job satisfactory in one of these respects was not neces- 
sarily satisfactory in the other respects. The rank order of importance 
of these aspects in inducing workers to leave their previous jobs was: 
task, pay, bosses and mates, although there were many exceptions. 

Seventy-two per cent described themselves as ‘‘ working class’’. 
Political preferences were not related to a worker’s satisfaction with 
his job, but workers who seemed to be trying to move upwards in the 
social hierarchy tendea to be dissatisfied with their jobs. In general 
the workers tended to be cynical about politicians and trade unions, 
and did not see the social structure in the conventional terms of the 
Marxist class war. Some interesting relations also appeared between 
a worker’s individual personality and his satisfaction in work. 

One of Lafitte’s tentative conclusions is of great importance for 
personnel management and industrial relations, namely that man- 
agerial policies are not in themselves an important determinant of 
workers’ job satisfaction. In extreme form, this conclusion is that ‘‘the 
philosophy of management is an empty gesture on top of an intractable 
system of necessary relations’’ (p. 200). But Dr. Lafitte admits that 
this statement goes beyond his data, for his evidence for this conclusion 
consists mainly of the fact that although the factories surveyed differed 
in many ways, there were no important differences in the workers’ 
responses. He considers, however, that his data do emphasize that no 
personnel policy can be expected to outweigh the influence of tech- 
nological and market conditions, a proposition which finds much 
support in studies of industrial relations, including those made in 
Australia by Perlman and Walker. 
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It would be easy to criticize Lafitte’s book, and the work it reports. 
It gives long, defensive accounts of the methods used in the enquiry 
which could have been set out more clearly and succinctly. The factories 
in which the workers were interviewed are vaguely sketched in a 
shadowy fashion, and one could complain about the choice of factories 
and the use of 16 different interviewers using non-directive technique. 
Such criticisms will come more readily from those who have never tried 
to carry out such research in Australia. Those who have will be grateful 
for what Lafitte has done and will merely refrain from resting too 
much weight on the results of this pioneering investigation. Much more 
research is needed into the motivation of workers and managers in 
Australia, and the provisional findings of Dr. Lafitte’s work need to 
be tested in a wider variety of situations by various methods. 


K. F. WALKER 
University of Western Australia. 


The Development of Australian Trade Union Law. By J. H. Portus. 
(Melbourne University Press, 1958.) Pp. xxix + 267. 57/6 Aust. 


Mr. Portus is well qualified to write a book on Australian trade 
union law. He is a member of the English and South Australian bars, 
and a Commissioner under the Conciliation and Arbitration Act 1904- 
1959. Since July 1944, in fact, he has been a Conciliation Commissioner, 
or a Commissioner appointed under Federal conciliation and arbitra- 
tion legislation. 

In a few lines Mr. Portus indicates the nature and extent of the 
task that he set himself to accomplish, and the general arrangement 
and structure of his book. He says: ‘‘ Australian trade union law is the 
English common law, plus the English Acts of Parliament before 1828, 
plus Australian legislation, which broadly speaking in turn consists of 
English legislation that has been copied, plus the Industrial Arbitra- 
tion Acts. Boiling down these ingredients, the work falls into two 
sections: the development of the English background of our law, and 
the development of Australian legislation and its interpretation’’. 

In this reviewer’s opinion, Mr. Portus would have been wise if he 
had set more severe limits to his treatment of the ‘‘English back- 
ground’’, i.e. his first ‘‘section’’ or ‘‘part’’: to this he has devoted close 
upon one-third of the entire length of the book. The amount of space 
seems out of proportion, particularly when it is recalled that English 
trade union law has been adequately covered on a number of occasions. 
He might also, with advantage, have withstood the temptation to accord 
so much attention to aspects of the Australian industrial law that do 
not have a direct and substantial relationship to trade union law. 

The book, on the face of it, carries the full trace of careful in- 
dustry, and a conscientious and painstaking perseverance. Its prepara- 
tion was stretched over approximately a decade and a half—perhaps 
too long a period, for its own good, to be spent on a book of this kind. 
The expression is lucid, leaving the reader in little doubt as to the 
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author’s meaning. For a work of its size and the quantity of factual 
material compressed into it, and having regard to the difficult and 
complex character of the subject, it contains commendably few errors. 

There can be little question that, by the appearance of the volume, 
the author has rendered a very considerable service to those who are 
interested in the Australian law governing trade unions—students and 
practitioners alike. The usefulness of the book is enhanced by the fact 
that comparatively little has been published arising out of research in 
this field. Mr. Portus has every reason to feel assured that his efforts 
will be well received. It is to be hoped that they will serve as an induce- 
ment for the production of further contributions to this very important 
subject. 

ORWELL DE R. FoENANDER 

University of Melbourne. 


Public Administration in Australia. Edited by R. N. Spann. (N.S.W. 
Government Printer, Sydney, 1959.) Pp. 502. 47/6 Aust. 


There has long been a need for a public administration text for 
the Australian student, who has had till now to make do with an 
uneasy medley of aids—ponderous American tomes, allusive English 
essays, anecdotes of his lecturer’s career, above all back numbers of the 
Sydney Public Administration. The editor of this journal (and Pro- 
fessor of Government at Sydney University) has now filled this gap 
with a volume whose quality guarantees its general use for many years 
to come: the student now has much of what he needs between two 
covers. The book takes the form of a symposium written by sixteen 
senior public servants and university teachers at the invitation of the 
N.S.W. Public Service Board. It is wide-ranging, detailed, especially 
strong on history, and thoroughly accurate—and it is also cheap: it 
has 500 pages. 

The book is divided into two parts, each of nine chapters, the 
first called ‘‘ Administrative Structure and Functions’’ and the second, 
‘*Public Service Management’’. In fact, it is better seen as in three 
parts, the first being an Introduction (of 40 pages, Ch. 1) by the editor 
setting out the principal topics involved in any systematic study of the 
administrative machine, and reviewing very deftly the present state 
of informed opinion on each. This chapter—perhaps alone in the 
volume—would convince the sceptic of the value of public administra- 
tion as an academic discipline, and not merely a vocational specialism 
or bundle of specialisms. 

The section on Public Service Management (Chs. 10-18) contains 
general discussions of recruitment, training, classification and promo- 
tion practices in the two services (often in considerable historical 
detail) and more detailed treatment of points like the age structure of 
the Commonwealth Public Service, an ‘‘O. and M.’’ investigation, 
selection interviewing, job study, staff reporting and morale surveys, 
and the inner tensions of a public service board. Most of the authors, 
though they seem often critical of present arrangements, make their 
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criticisms very softly and in disappointingly vague terms. Dr. Scar- 
row’s opinion (Ch. 12) that the system of classifying positions in the 
Federal service is both ‘‘over-minute and over-rigid’’ is a welcome 
exception. There is an occasional air of embarrassment, too, about 
chapters written with a vaguely missionary fervour and a low view 
of the audience: e.g. ‘‘ A lesson should comprise four main parts’’, or 
‘‘Tt is often necessary to look below surface conduct in assessing group 
attitudes and individual motives’’, or ‘‘The techniques for seeking 
information vary, but one which generally yields results is that of 
asking a series of questions beginning with ‘What?’ ‘Why?’ ‘How?’ ’’. 
The main omissions are chapters on financial control, on the establish- 
ment problems of departments, on department-Treasury-Public Service 
Board relations, and on public service associations. 

Apart from Professor Spann’s introduction, the chapters on Ad- 
ministrative Structure and Functions are somewhat miscellaneous and 
of lesser value. They have been seen—even by their authors—fatally 
as ‘‘background’’, and are mostly dogged fact for fact’s sake on 
familiar and accessible topics like the federal-state divisions of powers 
and finance, administrative agreements, the statutory corporation (a 
dead horse, this!) and administrative law. It includes two excellent 
but quite extraneous chapters on local government and social services. 
If social services are to be discussed, why not defence administration, 
administration of central economic policy, foreign policy and so on? 
An alternative and rather livelier volume suggests itself. 


A. F. Davies 
University of Melbourne. 


Fiscal Policy and Politics. By Pauu J. Strayer. (Harper and Brothers, 
New York, 1958.) Pp. x + 305. $4.00. 


The underlying theme of this book is that over the last thirty years 
in the United States the machinery of government, both political and 
administrative, has failed to keep pace with the rapid extension of 
government intervention in the economy, and that in consequence this 
intervention has had only limited success. 

The earlier part of the book consists of a summary of the policies 
pursued by United States governments since the early 1930’s, with 
particular reference to the measures taken to stabilize the economy. 
This historical survey provides a background to the rest of the book 
in which various aspects of government policy are discussed and lines 
of reform suggested. Among the matters considered are the adminis- 
trative lags associated with budgetary policy, the problems of effectively 
co-ordinating different areas of government policy (e.g. fiscal and 
monetary), the impact of economic pressure groups on policy forma- 
tion, the relations between the Executive and Congress, and the dif- 
ficulties of stabilizing the economy in a federal system of government. 

Although it does not cover new ground, this is a stimulating if 
somewhat discursive book. It could profitably be read by those econ- 
omists who devote so much of their attention to idealized models of 
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how the economic system works that they are always in danger of 
underestimating the difficulties of translating the economic principles 
of government into workable and acceptable policies. 

A. H. Boxer 
University of Melbourne. 


Possibilities of Economic Progress. By A. J. Younason. (Cambridge 
University Press, London, 1959.) Pp. x + 325. 32/6 stg. 


The aims of this book by the Professor of Economie History at the 
University of Edinburgh are to test theories of economic development 
by comparative historical study and to derive lessons that might be 
useful to backward countries today. 

Part I begins by raising the usual problems concerned with the 
meaning and measurability of economic progress. It then glances at 
some theories of economic development and discusses the nature of 
investment. Youngson stresses the following as three important factors 
in development: innovation, enterprise, and ‘‘massive production’’. 
Part II contains studies of the acceleration of economic progress in 
Great Britain from 1750-1800 ; Sweden from 1850-1880 ; Denmark 1865- 
1900; and the southern United States 1929-1954. Despite diversity of 
experience certain causes of development are common: international 
contacts and specialization; improvements in agriculture; and inter- 
dependence in growth, specially between industry and agriculture. 
Part III suggests some lessons useful to backward countries today: 
international contacts should be liberal and not excessively national- 
istic; governments should be concerned as much with changing the 
social environment and with encouraging social mobility as with major 
capital projects; and special attention should be devoted to agricul- 
tural productivity. 

Professor Youngson has not provided us with any unfamiliar 
generalizations. The three parts of his book might almost have been 
written as separate studies: they do not link together very well. The 
theoretical discussion of Part I might perhaps have been improved in 
a number of ways; by a broader study of Smith and by making greater 
use of Book IV of Marshall’s Principles: A. A. Young’s famous article 
would have given an extended meaning to the discussion on ‘‘ massive 
production’’; by making greater use of Schumpeter in the discussion 
of innovation—in the book he barely gets a mention; by a study of List 
and Myrdal which would have thrown more light on the interdepend- 
ence of industry and agriculture. It might also be noted that no use 
is made or Rostow’s concept of the ‘‘take-off’’ and the pre-conditions 
of growth, though the concepts would have been of use in Parts II 
and III. 

Professor Youngson has attempted a task that needs to be 
attempted more frequently. If he has fallen short of his aims perhaps 
this in an indication of the difficulties that face studies that are still 


ioneering ventures. 
P 6 JAMES P. BeLsHAWw 


University of New England. 
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Canada’s Economic Development 1867-1953 (Wealth and Income Series 
VII). By O. J. Freestone. (Bowes, London, 1958.) Pp. 384. 
45/- stg. 

The International Association for Research in Income and Wealth 
becomes, with the publication of this volume, the foster-parent of yet 
another statistical study of economie growth in a particular region. 
The latest addition to the family may be expected to have a special 
appeal to readers of this journal, for there are many points of com- 
parison between the economic development of Canada and that of 
Australia, and the period chosen by the author for study coincides with 
that which has received most attention in the historiography of Aus- 
tralian economic development. 

A large part of the book consists of a discussion of the derivation 
of the author’s new estimates of the national product and expenditure 
of Canada since 1867 and other complementary measures. There is 
also a review of earlier attempts at estimation. The exposition of the 
new estimates is marred to some extent by a failure to suggest the 
likely margins of error to the reader who is unfamiliar with Canadian 
sources. But apart from this omission, everyone interested in Canadian 
economic history should be indebted to Firestone for his calculations. 

The section devoted to analysis of the statistical data will probably 
be the more interesting for most readers. Here Firestone is more con- 
cerned to draw out the statistical differences between various periods 
than to explain why such differences arise. When he does succumb to 
the temptation to make dry bones live, his attempts seem superficial. 
True, he throws some well-directed cold water on the notion that the 
‘‘Great Depression’’ of the last quarter of the nineteenth century 
meant unmitigated economic stagnation for Canada. But the most 
important historical problems he raises is how to explain the sluggish 
rate of growth indicated by his estimates for the years 1910-1930. He 
attempts to do this in terms of the Industrial Revolution having petered 
out in Canada in the second and third decades of the twentieth cen- 
tury. The pace of growth is then said to quicken again after 1930 
because the gains of the Industrial Revolution had been ‘‘consolidated’’ 
in the preceding years thus providing a basis for further industrial 
expansion. However, no convincing evidence of industrialization of 
‘‘revolutionary’’ proportions before 1910 is provided. And while it is 
true that the rate of increase of industrial output falls off after 1910, 
so does that of other important forms of output. The author’s estimates 
of capital formation suggest that the basic factor responsible for the 
situation during the period 1910-1930 was the failure of investment of 
all types to go on increasing at the former rate. It is not clear that 
invoking an Industrial Revolution which is supposed, but not shown, 
to have occurred at a convenient time really explains very much. 


W. A. Smnciair 
Umversity of Melbourne. 
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Indian Economy Since Independence. By H. VENKATASUBBIAH. (Asia 
Publishing House, Bombay, 1958.) Pp. 343. 30/- stg. 


This book, issued under the auspices of the Institute of Pacific 
Relations, is one of considerable general value for the intelligent, non- 
specialist foreign observer who wants a reasonably full picture of 
political and economic development in India since Independence Day. 
It is frankly nationalistic, but the author, despite his obvious dislike 
of the British Raj, does not fail to recognize heritages that benefit the 
new nation. It is high-class journalism, objective in its approach but 
written in general terms for the lay reader. 

The professional economist may feel that the phrase ‘‘Indian 
Economy’’ in the title is somewhat misleading. There is little of that 
use of economic models and formulae that characterises most modern 
work on the Indian economy. Direct reference to the famous Plans is 
almost entirely confined to the penultimate chapter, and even this is 
mainly historical and descriptive. The general objectives of the first 
two plans are described, with their administration, and an assessment 
is made of the achievement of the first Plan. Although the work was 
published as late as December 1958, no forecast of the third Plan is 
given. 

For all this, the work has real value, even for the specialist, in 
giving bold outlines of the social and political framework that must, 
in the last resort, condition the application of any model of the experts. 
The warning by Burns about best-laid schemes appears to apply par- 
ticularly to India. For example, the stepping-up of food production is 
essential to any such plan, but the planner must know of the political 
and legal traps ahead of him. Indian federalism provides a crop of 
these ; so does a legal system directed against the zemindari that over- 
looks the extent to which the more prosperous ryotwari, influential in 
Congress, have themselves become absentee landlords. Mr. Venkatasub- 
biah’s analysis of the social matrix of plans is valuable in explaining 
to a large degree why the economic plan becomes so distorted and 
subverted in application. 

This matrix is widely if not always deeply examined. We start 
with a realistic picture of Indian federation with all its shortcomings, 
historically determined by such complicating relationships as ‘‘para- 
mountecy’’ between the Raj and the various States. There follows an 
outline of the difficulties of land reform in which the author carries 
further the analysis he gave in his Structural Basis of the Indian 
Economy as early as 1940. Public and private enterprise are each 
measured against the emerging national economy. Finally, India’s 
position in world trade and her public finance pattern are carefully 
analysed to complete the picture against which progress and the forces 
of change must be caleulated. 

In short, the book may be regarded as useful preliminary reading 
for the specialist, but of particular value to the layman who wants to 
know more about this significant attempt by an Asian economy to prove 
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that democratic socialism can meet the problems of an under-developed 
country at least as well as Communism can. 


Witrrep T. DowseEtt 
University of Western Australia. 


Three Essays on the International Economics of Communist China. 
Edited by C. F. Remer. (University of Michigan Press, 1959.) 
Pp. 221. $6.00. 


This book consist of three research papers on international econo- 
mic aspects of Chinese Communism. In the first paper Professor Remer 
deals with the rise of Communism in China. One of his major aims is 
to show that the Communist Revolution was not an isolated phenom- 
enon but a continuation of the Chinese Revolution which started a 
century ago, the object of which was to make an appropriate place for 
China in the modern world. From the many forms of international 
economic relations which influenced the rise and spread of Communism 
in China attention is concentrated on the concept of imperialism. Three 
stages of its development are examined: imperialism according to Sun 
Yat-Sen, imperialism according to Lenin, and imperialism according 
to Chinese Communists. 

In the second paper Feng-Hwa Mah deals with the first Five- 
Year Plan (1953-57). The paper starts with a brief account of develop- 
ment in China under the Communist regime prior to the inauguration 
of the Plan (the rehabilitation period 1949-1952), then proceeds to 
present a general view of the Plan from three angles: scope of invest- 
ment, index of production value and the physical amount of industrial 
and agricultural production under the Plan. This is followed by an 
examination of the available data on national income, investment and 
consumption. Finally, foreign loans and international trade and their 
connection with the Plan are examined. The essay shows that on the 
average the Soviet economic loans amounted only to 1:5 per cent of 
the total Chinese capital investment between 1953-57 (2-2, 1-9, 3-5, 
0:8, 0:2 per cent during the successive years from 1953 to 1957 in- 
clusive). However, viewed from the basic object of the first Five- 
Year Plan the Russian loans were very important. The main effort of 
the Plan centred on 694 ‘‘above-norm’’ industrial construction projects, 
the core of which included 156 projects designed with the help of the 
Soviet Union and designated ‘‘to lay the preliminary groundwork for 
China’s Socialist industrialization’’. The Soviet-aided projects were 
concentrated on the construction of metallurgical, mechanical, power 
and chemical industries and coal mines. The Chinese Government had 
planned to invest in those projects 44:3 per cent of the total industrial 
investment during the five-year period. In addition 7:2 per cent of 
total industrial investment had been designed to be spent on another 
143 ‘‘above-norm’’ units which would constitute the supplementary 
projects to the Soviet-assisted ones. Thus the total planned investment 
in the two groups amounted to 51:5 per cent of the five-year total. This 
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indicates that the Soviet-designed projects were really the backbone of 
the first Five-Year Plan. 

In the third paper, R. F. Dernberger deals with the international 
trade of Communist China. After a brief examination of the Com- 
munist attitude to international trade and the development of the 
present international trade institutions, three main features of the 
foreign trade of Communist China are analysed: its level, its direction 
and its commodity composition. This is followed by a discussion of the 
terms of trade and the balance of payments. 

The book shows the importance of the Soviet Union’s influence on 
the economic organization and economic development of Communist 
China in the form of ideology, planning system, technical aid, economic 
loans and international trade. It will be of interest to the student of 
socialist economies in general and of the Chinese economy in particular. 
It will also be of use to the student of economic development and of 
international trade. 

M. BERNASEK 
Newcastle University College, 
University of New South Wales. 


Economic Survey of Europe in 1958. By THE RESEARCH AND PLANNING 
DIVISION OF THE ECONOMIC COMMISSION FOR EuROPE. (United 
Nations, Geneva, 1959.) Pp. viii + 223. 18/- stg. 

Without a single direct comment on the staggering contrast in 
economic performance which it presents, the Research and Planning 
Division of the E.C.E. opens its economic survey of the past year 
(1958) in Europe with a beautifully craftsmanlike diptych of the 
economic experience during the year of its representative sample of 
“‘modern big government’’ and ‘‘modern little government’’. In fact, 
however, it is only in degree of poignancy, due to the recession in 
western Europe, that the contrast between the two panels of this year’s 
diptych differs from that in most of its eleven predecessors. 

The Division’s comments on the recession are refreshingly supra- 
national in outlook, frank and constructive. Policy-induced stagnation 
(dating from 1955 in the United Kingdom), due to exaggerated fears 
of inflation and the use of inappropriate non-selective controls and 
particularly monetary policy, was the general rule. In the absence of 
close international coordination of the ends and means of policy, with 
direct controls over the balance of payments increasingly forsworn 
and with the prospective impact on reserves of the North American 
recession still unclear, few countries were in a position and none was 
willing to risk independent expansion. By the end of 1958 this was no 
longer the case. The recession in the United States had passed without 
bringing disaster to the precarious West European external balances. 
Indeed there was rather astonishing continued improvement, and as a 
result various countries have now begun to take long overdue expan- 
sionary measures. 
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To the student of economic policy the most interesting and dis- 
turbing aspect of this costly experience is the persistent failure of 
(not only West European) governments to recognize that economic 
stability is essentially an international ‘‘public good’’, since the full 
international benefits of a national expansion are ‘‘nonappropriable’’ 
by the nation in question in just the same way as the full national 
benefits of expansion by a single industry are nonappropriable by that 
industry. 

Interesting and important chapters are devoted to the longer-run 
questions of the relationship between economic expansion and external 
balance in West European countries and to consumption trends in 
western Europe and the Soviet bloc. However, it is the faithful and 
unbiased annual reproduction of the continuing contrast between the 
economic performance of big and little government rather than the 
invariably competent and useful treatment of ‘‘longer-term issues 
which are nevertheless immediately relevant to the current formula- 
tion of economic policies in European countries’’ that will be remem- 
bered as the abiding, if to date inadequately appreciated, achievement 
of the Survey. Perhaps it is not too much to hope that the contrast 
and its causes will eventually become the subject of its explicit 
attention. 

J. G. Heap 
Canberra University College. 
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DurkHEIM, E. Socialism and Saint-Simon. (Le Socialisme.) (Antioch Press, 
Yellow Springs, Ohio, 1958). Pp. xxix + 240. $5.00. 


These famous lectures delivered in 1895 on the evolution of socialist dogma 
have been rescued from oblivion by painstaking efforts of Mme. Durkheim and 
Prof. Marcel Mauss who have knocked Durkheim’s posthumous manuscript into 
publishable shape. Most socialist beliefs are secularised versions of earlier ideas, 
and a discerning reader will be delighted to find their genealogy reliably traced 
to the vast, confused, and not easily accessible literature of Saint Simon and his 
“scientific” sect. 

Prof. Alvin W. Gouldner—whose biography figures prominently on the 
dust-cover—has contributed to the present translation an introduction which 
labours the obvious point “that Durkheim never succeeded in integrating the 


Marxian and Comteian traditions” (p. xxvii). Indeed this was not Durkheim’s 
aim. 


FABRICANT, SoLoMon. Basic Facts on Productivity Change. (Occasional Paper 63, 
National Bureau of Economic Research, New York, 1959.) Pp. 49. $1.00. 


As the basis of this study of productivity change in the United States, 
Fabricant uses the main findings that emerge from recent work by his research 
staff. The principal sources of information—studies by John W. Kendrick, 
Thor Hultgren, Simon Kuznets, and others—are, for the most part, forth- 
coming publications of the Bureau. Fabricant’s round-up of results is well 
integrated and the concentrated information it contains is clearly and forcefully 
presented. 


GALENSON, W. (Ed.). Labour and Economic Development. (J. Wiley, New York, 
1959.) Pp. 304. $6.75. 


This series of articles examines the development of trade union organization 
and labour-management relations as an outcome of economic growth in a 
number of countries. India, Japan, Egypt, French West Africa and the British 
West Indies are dealt with in individual chapters. The editor then generalizes 
from their experience. 


Hanson, A. H. Public Enterprise and Economic Development. (Routledge and 
Kegan Paul, London, 1959.) Pp. 485. 42/- stg. 


A study of public enterprise in underdeveloped areas, which has so far 
received little attention, is undertaken by the Reader in Public Administration 
in the University of Leeds. Having had the opportunity for on-the-spot inquiries 
in Turkey and Nigeria, as well as editing for the International Institute of 
Administrative Sciences, Public Enterprise: a Study of its Organization and 
Management in Various Countries, the author addresses himself primarily to 
the politician, administrator and economist who have to face problems of 
planning economic growth in underdeveloped areas. The book is in two parts: 
an examination of public enterprise in the growth process, using Turkey, Mexico 


and India as case studies, and an analysis of problems of organization and 
control. 


HO_uisterR, WILLIAM W. China’s Gross National Product and Social Accounts 
1950-1957. (Centre for International Studies, Massachusetts Institute of Tech- 
nology; Free Press, Glencoe, Illinois, 1958.) Pp. 151. $4.00 


To assess Communist China’s growth rate, the author examines trends 
(1950-1957) in the formation and distribution of the G.N.P. (treated as total 
purchases by consumers, by government, and by productive enterprises on 
capital account and net sales abroad). G.N.P. increased at an average 9-3% 
per year, but annual increases are “jerky” because of variations in agricultural 
output and the effect of a varying output of industrial raw materials on the 
following year’s industrial output. Gross domestic investment rose from 9% 
of G.N.P. in 1950 to 17- ‘8% in 1954 and 20% in 1957, the savings necessary to 


finance this coming from increasing profits and capital consumption allowances 
of state enterprises. 


* Acknowledgment of publications does not guarantee review. 
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Hoitmes, ALAN R. The New York Foreign Exchange Market. (Federal Reserve 
Bank of New York, New York, 1959.) Pp. 54. 50 cents. 


This booklet is one of a series published by the Federal Reserve Bank of 
New York. It has been issued with the object of furnishing the student of 
money and banking with a description of the operations of the New York 
Foreign Exchange Market. The author handles the subject in a clear and 
concise manner. 


LAMARTINE YATES, P. Forty Years of Foreign Trade. A Statistical Handbook with 
Special Reference to Primary Products and Underdeveloped Countries. (Allen 
& Unwin, London, 1959.) Pp. 255. 40/- stg. 


The book deals mainly with the two years 1913 and 1953 (hence 40 years!), 
but a number of its 185 tables refer to 1929 and 1937, and some to the periods 
1876-80 and 1896-1900. The coverage is on a world-wide scale. Tables are evenly 
balanced by a methodological and critical discussion which justifies the label 
of a statistical handbook. 


Li, CHon-Minc. Economic Development of Communist China: An Appraisal of 
the First Five Years of Industrialization. (University of California Press, 
1959.) Pp. xvi + 284. $7.50. 


This is a scholarly attempt to investigate, with the aid of Chinese sources, 
the rapidity of China’s economic growth. Li provides estimates (from 1952-7) 
for the growth of agricultural and industrial production, the net national product, 
the rate of capital formation, consumption per capita and the importance of 
Soviet aid, etc. The volume is well documented throughout and contains a 
substantial statistical appendix. 


LICHTENBERG, Rosert M. The Role of Middleman Transactions in World Trade. 


(Occasional Paper 64.) (National Bureau of Economic Research, New York, 
1959.) Pp. 86. $1.50. 


This paper is part of the Bureau’s Study of the Structure of World Trade 
and Payments. The magnitude and character of “middleman” trade in 1952 is 
estimated by an examination of seven West European countries. These transac- 
tions amount to an eighth of total world trade and are almost completely con- 
fined to primary and semi-manufactured products. The author recommends that 
trade statistics be reported by both “country of origin” and “country of 
purchase”. 


Movuzon, Ottn T. International Resources and National Policy. (Harper, New 
York, 1959.) Pp. 752. $7.50. 


This large and attractively produced book, with its great number of tables, 
charts and maps, deals with the availability of resources, of all kinds, including 
energy, capital and human resources, and relates this material to American 
national policy decisions with regard to resource problems. The book recommends 
a strategy of security for the United States based on the information available. 


OxnKAwa, Kazusu1, AND OTHERS. The Growth Rate of the Japanese Economy 


— (Kinokuniya Bookstore, Tokyo, 1957.) Pp. v + 250. Price not 
stated. 


This book is divided into three sections: (1) Long Term Changes in 
National Income; (2) Estimates of Net Products by Industry and Related 
Statistics; (3) Approach to Measurements of Capital Formation. Since it is 
intended to provide empirical estimates, problems of identification and estima- 
tion are extensively dealt with. The third section contains results that are 
admitted to be tentative, and upon which research has continued after the 
appearance of the Japanese edition of this book in 1955. 


Peacu, W. N., Uzair, M., and Rucker, G. W. Basic Data of the Economy of 


— (Oxford University Press, Karachi, 1959.) Pp. xx + 236. 46/6 
Aust. 


This book in no way belies its title. It contains 119 tables and 105 charts, 
which, at the rate of one per page, leave very little space for a commentary. 
Information has been culled from a wide variety of sources, so that the 
collection makes an adequate statistical handbook. Most series include the data 
for 1957 as the terminal year. The references to source materials will probably 

+ more valuable for future research workers than the quoted figures, which 
will have to be supplemented. 
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Ray, P. K. Principles and Practices of Agricultural Insurance. (Bookland, Cal- 
cutta, 1958.) Pp. 365. Rs. 18/-. 


This is essentially a descriptive work. It sets down logically, and in some 
detail, the various types of risk confronting farmers, the types of insurance 
available to cover them and the actuarial problems involved; and discusses the 
organizations which underwrite agricultural insurance. 

The book contains a wealth of data on the experience of other countries, 
particularly the U.K. and the U.S.A., in the field of agricultural insurance. 


Remer, C. F. (ed.). Three Essays on the International Economics of Communist 
China. (University of Michigan Press, 1959.) Pp. 221. $6.00. 


RIvetTt, KENNETH. Economics and Economy. (Harold Laski Institute of Political 
Science, Ahmedabad, 1958.) Pp. 61. Rs. 2 


SmitH, Lawrence. Money, Credit, and Public Policy. (Houghton Mifflin, Boston, 
Mass., 1959.) Pp. 757. $6.75. 


This is an undergraduate textbook in money and banking for the American 
student. It integrates monetary economics with other fields of economics fairly 
successfully, using the theoretical, descriptive and historical approaches in 
reasonably balanced fashion. However, disappointingly little attention is paid 
to monetary systems and problems outside the United States. 


Society For SOCIAL AND Economic StuptEs. Capital for Medium and Small Scale 
Industries. (Asia Publishing House, Bombay, 1959.) Pp. 144. Rs. 10.25. 


This is the first publication by the Society for Social and Economic Studies, 
an Indian organization modelled on the English PEP. The book is a survey of 
the financial requirements of small and medium scale industries in India. The 
development of these industries depends, very largely, on the capital and credit 
facilities available to them and this study examines the operations of State 
Financial Corporations in providing such facilities. There are some useful 
suggestions for the future. 


Strayer, PAut J. Fiscal hats and Politics. (Harper and Brothers, New York, 
1958.) Pp. 305. 


TripatTHy, R. N. Fiscal Policy and Economic cies in India. (World 
Press, Calcutta, 1958.) Pp. xi + 318. Rs. 15.00. 


The author first illuminates the eine: of economic development and 
the means of rapidly achieving those objectives. There is an account of the 
institutional apparatus for economic planning and co-ordination in India, fol- 
lowed by an assessment of the official policies on taxation, borrowing, and 
deficit spending, as they affect economic development in India. The special 
problems of federal and state activities, and inter-state disparities in develop- 
ment are also discussed. 


Tsuru, SuHiceTo. Essays on Japanese Economy. (Kinokuniya Bookstore, Tokyo, 
1958.) Pp. iv + 241. Price not stated. 


A collection of eight essays has been divided into two sections of approxi- 
mately equal length. The first section (six essays written at various dates 
between 1949 and 1957) covers certain aspects of the economy after the Second 
World War. Two rather longer essays deal respectively with fluctuations 
between 1868 and 1893, and with the “China Incident”. The author gives an 
account of the circumstances in which each essay first appeared, and indicates 
where subsequent revision has been made. 


Unitep Nations. Economic Survey of Asia and the Far East 1958. (U.N., 
Bangkok, 1959.) Pp. 225. $2.50 


The text, the comprehensive series of statistical tables, and the trade agree- 
ment summaries of the 1958 Survey provide a thorough introduction to the 
world’s most critical region. In most areas covered, 1957-58 saw disappointing 
results in agriculture, still the Achilles’ heel of the Asian economies, balanced 
to some extent by fairly general moderate gains in manufacturing output. But 
Japan, leading industrial and trading nation in the group, experienced a marked 
recession, and her reduced need for imports adversely influenced the trading 


position of the other nations. In each major section the status of mainland China 
is given consideration. 
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Unitep Nations. The Future Growth of World Population. (Population Studies, 
No. 28.) (U.N., Department of Economic and Social Affairs, New York, 1958.) 
Pp. 75. 5/6 stg. 

This United Nations handbook is a continuation of the attempts by the 
demographers of the U.N. Population Division to make accurate projections of 
world population from the statistical information available to them. The hand- 
book represents the most recent and most thorough of this organization’s 
ventures in the field of population projections, and has considerable theoretical 
value in addition to its undoubted practical importance. Interestingly enough, 
each successive projection prepared by the United Nations has succeeded in 
raising the figures for future world population. In 1951 the high estimate for 
1980 was 3,636 millions; in 1954, 3,990 millions; in 1957, that is, according to 
the present estimate, 4,280 millions. Perhaps the single most important reason 
for the upward revision is that in 1957 the population of mainland China was 


found to be not 400 millions, the figure which previous projections had used, 
but 600 millions. 


Unitep Nations (Economic CoMMIssION FOR Europe). Economic Survey of 
Europe in 1958. (Geneva, 1959.) Pp. 223. 18/- stg. 


VENKATASUBBIAH, H. Indian Economy since Independence. (Asia Publishing 
House, Bombay, 1958.) Pp. 343. 30/- stg. 


Youncson, A. J. Possibilities of Economic Progress. (Cambridge University 
Press, London, 1959.) Pp. 325. 32/6 stg. 
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